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AGC N A DURING THE SIEGE OF ALEXANDRIA BY
uLiJS CAESAR, THE NEW ALEXANDRIA LIBRARY
CGCCUPIES THE SANE SITE AS iTS NAMESAKE ON THE
S-0RES OF THE VED!TERRANEAN SZA.
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LETTER TO SHAREHOLDERS

TO FELLOW ALEXANDRIA REAL ESTATE EQUITIES, INC, OWNERS: -
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UNUERVWAIER BARRIER REEFo ANU A LARGE LAGUDN
HAVE LONG PROVIDED A PROTECTED ENCLAVE FOR
FISHERMEN AND SAILORS FROM THE DESTRUCTIVE
POWER OF OCEAN STORMS.
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Alexandria has consistently
orown its funds from oper-
ations per share, 1ts market
capitalization, asset base

and operations every quarter

since the 1mitial public

offering in May 1997

Alexandria’s growth has been driven by the unique real estate and life
science industry niche strategy that management has executed with its
experience and expertise.

As we enter the 21st century,
the aging of the population
will provide challenges

as well as opportunities in
the life science industry.
Effective and affordable
diagnostics and therapeutic
treatments are essential

for our wellness and quality

of life.

Demand for high-performance medical products will continue to grow,
enabling physicians to accurately diagnose diseases and effectively treat
and monitor patients. Additionally, novel research tools and instruments
that empower scientists in genomic research are now becoming an
integral part of the drug discovery engine that will generate cures for
many heretofore untreatable diseases.
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Alexandria’s management
team and board of directors
are highly experienced, with
multifaceted expertise in
both the real estate and life
sclence Industries.

Management is uniquely qualified to drive and execute Alexandria’s
business strategy in this critically important and leading-edge sector, and
has consistently achieved solid growth while continually maintaining
financial flexibility.

Bold leadership in the public
sector 1s not only a key
driver of our economy,
national policy and civil
liberties, but also a guardian
and promoter of public
health and security.

Governmental and civilian leadership was tested in 2001 as the tragic
events of September 11th negatively impacted our nation and economy in
a significant manner. This tragedy demonstrated that strong leadership
requires thoughtful, steady and visionary individuals during turbulent times.
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Alexandria’s consistent
financial and operating
results are attributable to
a highly focused strategy
on life science entities
and their cluster markets.

Alexandria’s focus as the first and only real estate operating company
specializing exclusively on serving the life science industry has enabled
the company to deliver stable and consistent growth during varying
economic cycles.

Academic institutions

are pillars of the scientific
community, providing
scientists with an environ-
ment 1n which to nurture
technological breakthroughs,
and in which the physicians
and scientific research talent
of tomorrow can flourish.

Letand H. Hartwell, Ph.D., President and Director of the Fred Hutchinson
Cancer Research Center, a client tenant of Alexandria, was awarded the
2001 Nobel Prize in Medicine or Physiology. Dr. Hartwell’'s work expands
the understanding of how normal cells divide and the mechanisms
behind the uncontrolled growth of cancer cells. His work, like that of so
many other prominent academic researchers, sets the standard for
scientific excellence.
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2001 Financials

Block calls Alexandria

Real Estale Equities “a
virtually recession-resistant
property.” The compamy
owns five million square feet

of properties, mostly im key
California cities, eastern
Massachusetts and North
Carolimna — markets where
much of the health-care

development takes place.
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‘sinte oulties, Inc. and subsi

The following table should be read in conjunciion with our consolidated financial staiements and
noies thereto appearing elsewnere in this repori.

For the Year Ended Dzcembar 31
{dollars in thousands, except per share emounts)

Opcrating Date:
Total revenue
Total expenses
Net income (loss)

Net income (loss) per
share of comimon stock
(pro forma for 1997)

- Basic
— Diluied

Weighted average shares
of common stock ouistanding
{pro forma for 1897)"

- Basic
- Diluted

Cash dividends declared per
share of common stock
(nro forma for 1297)

Balanes Sheat 12229 (at year end):

Rental properiics — net of
accumuiaied depreciation

Total assets

Secuied noies payable,
unsecured line of
credit and term loan

Total liabilities

Stockholders’ equity

2001

127,789
97,513

<

& 786,623

&
>
2
5
<
=
ey
Sl

S 573,161

IS

& 6298

@

.2000,;

$ 106,910
80,201
$ 26,009

$ 1.55
$ 1.52

14,460,711
14,699,478

1.72

&

679,653
780,984

©

431,256
461,832

@ @

$ 332,08
|2 Seense?)

319,162

“

@

@

$

85,262
64,209
22,053

1.48
1.46

13,525,840
13,670,568

1.69

554,706
643,118

350,512
380,535
262,583

2000 .. tesef

1998 |

bl RPN i+ ol B

$ 61,016
41,613
$ 19,403

$ 1.60
$ 1.58

12,088,959
12,306,470

$ 1.60

©

471,807
530,285

&

309,829
330,527
129,769

&

©w &

$

$

$

$

1997 |

34,845
37,643
(2,797)

{0.35)
{0.35)

8,076,854
8,076,864

1.60

227,076
248,454

70,817
81,537
166,917

{dollars in thousands, except per share amounts} 2801 | 2000 | . deg9 , 1898 997
Cher Data: !
Net income (loss) $ 30247 % 26009 $ 22053 $ 19,403 § (2,797)
l.ess:
Dividends on preferred stock (3,6838) (3,656) {2,036) - -
Add:
Depreciation and amoriization 30,578 24,251 18,532 10,226 4,865
Funds from operations @ $ 67,989 $ 46,594 $ 38542 § 29699 $§ 2,089
Cash flows from operating

activities 8 60,249 | $ 32,931 $ 46,011 $ 26,111 $ 3,883
Cash flows from investing

activities 8 (192,179); $ (132,480) $ (113,549) § (246,753) $ (87,620)
Cash flows from financing

activities § 191,459, § 98,879 $ 69430 $ 220,136 § 84,101
Number of properties owned

at year end 82 75 58 51 22
Rentable square feet of

piopeities owned

at year end 5,319,845 4,856,650 4,046,126 3,588,154 1,747,837
Occupaitcy of properties

owned at year end 85% @ 91%* 92% @ 93%® 97%

{1) Pro forma shares of common stock outstanding for the year ended December 31, 1997, includes all shares outstanding after giving effectto the

initial public offering (tha “Offering”), weighted for the period beginning from the date of the Offering, conversion of all series of preferred stock,

the 1,765.923 to 1 stock split, the issuance of the stock grants and exercise of substitute stock options.

{2) We compute funds from operations {“FFO“) in accordance with standards established by the Board of Governors of NAREIT in its October 1998

White Paper {“White Paper”). The Whita Papar defines FFO as nat incomae {loss) (computed in accordanea with GAAP), excluding gains (or

losses) from sales of proparty, plus real estsie related depreciation and amortization and after adjustments for unconsolidated partnerships and
jointventures. FFO for 1997 has bean rastated to conform to the White Paper as amendad in October 1999, FFO for 1997 has baenimpacted by
non-recurring expenses associated with the Offering 0f $12,197,000, and the write-off of unamortized loan costs of $2,295,600. For a more
detailed discussion of FFO, sea © Management ‘s Discussion and Analysis of Financial Condition and Results of Oparations - Funds from

Operations.”

{3) Includes properties under redevelopmant. Excluding properties under radevelopmant, our proparties were approximately 89%, 88%, 96%

95% icased as of December 31, 2001, 2000, 1939 and 1983, respectively.

and
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Depreciaiion and amoriization increased by $6.3 million, or 26%, to $30.6 million for 2001 com-
pared io $24.3 million for 2000. The increase resulied primarily from depreciation associated
with the 2000 Properiies being owned for a full period and the addition of the 2001 Properties.

As a resuli of the foregoing, net income was $30.3 million for 2001 compared to $26.0
million for 2000.

Coemparison of the Year Ended December 31, 2000 to the Yezr Ended Desomber 31, 59
Rental revenue increased by $14.1 million, or 21%, to $82.5 million for 2000 compared to $68.4
million for 1999. The increase resulted primarily from the 1989 Properties being ownad for a full
period and the addition of the 2000 Properties. Rental revenue from properiies operating for a
full year during 1989 and 2000 (the “2000 Same Properties”) increased by $1.7 million, or 3.0%,
due to increases in rental rates and occupancy.

Tenant recoveries increased by $4.6 million, or 28%, to $20.9 million for 2000 compared to
$16.3 million for 1989. The increase resulied primarily from the 1999 Properties being owned for
a full period and the addition of the 2000 Properiies. Tenant recoveries for the 2000 Same
Properiies increased by $2.3 million, or 17.1%, generally due to an increase in certain recoverable
operating expenses.

Interest and other income increased by $2.0 million, or 129%, 1o $3.5 million for 2000 compared
to $1.5 million for 1999, resuliing primarily from $1.4 million of investment income and $424,000
in service fee income.

Rental operating expenses increased by $2.9 million, or 15%, to $21.9 million for 2000 com-
pared io $19.0 million for 1889. The increase resulted primarily from the 1898 Properiies being
owned for a full period and the addition of the 2000 Properties. Operating expenses for the 2000
Same Properties increased by $1.0 million, or 5.9%, primarily due to the increase in tenant
related expenses (substaniially all of which are recoverable from our tenants through ienant
recoveries) partially ofiset by the fact that third party management fees are no longer incurred
at certain properiies.

The following is a comparison of property operaiing data compuied on a GAAP Basis and on a
Cash Basis for the 2000 Same Properties (dollars in thousands):

For the Year Ended December 31 e P 1999 Change |
Revenue [ $74626]  $70,210 6.3%
Rental operating expenses " 17,040 m 16,116 5.9%
Net operating income Uhmmmﬁ $54,084 6.4%
Cesh Besls: _ _,

Revenue | $U3687.  $68,085 7.6%
Rental operating expenses | 97,678 16,116 5.9%
Net operating income _ \mﬁ@@w\\‘ $51,949 7.9%

General and administrative expenses increased by $2.0 million, or 29%, to $9.0 million for 2000
compared to $7.0 million for 1999 due to the continued increases in the scope of our operations.

Interest expense increased by $6.1 million, or 31%, to $25.8 million for 2000 compared to $19.7
million for 1999. The increase resulted primarily from (a) indebitedness we incurred to acquire
the 1999 and 2000 Properties, (b) indebtedness incurred to finance the development of properties
which have been completed and (c) an increase in the floaiing interest rate on our line of credit.
The weighted average effeciive interest rate on our borrowings (not including the effect of swap
agreements) increased from 7.33% as of December 31, 1999 to 8.32% as of December 31, 2000.

Depreciation and amortization increased by $5.8 million, or 31%, to $24.3 million for 2000
compared to $18.5 million for 1999. The increase resulted primarily from depreciation associated
with the 1999 Properiies being owned for a full period and the addition of the 2000 Properiies.

As a result of the foregoing, net income was $26.0 million for 2000 compared to $22.1 million
for 1999.

Liguidity and Cenital Resouress

Cash Flows

Net cash provided by operating activities for 2001 increased by $27.4 million to $50.3 million
compared to $32.9 million for 2000. The increase resulted primarily from increases in cash flows
from operating life science facilities, an increase in accrued liabilities refated to consiruction
costs and the liability associated with our inteiest rate swap agreements.

Net cash used in investing activities increased by $59.7 million to $192.2 million for 2001 com-
pared 1o $132.5 million for 2000. This increase was due to a higher level of property development
and redevelopment costs incurred, as well as a higher level of property acquisiiion costs.

Net cash provided by financing activities increased by $32.5 million to $131.4 million for 2001
compared to $28.9 million for 2000. Cash provided by financing activities for 2001 and 2000 pri-
marily consisted of net proceeds from our unsecured line of credit, unsecured term loan,
secured debt and issuances of common stock and exercise of stock options, partially offset by
principal reductions on our secured debt and disiributions to stockholders.

Commitmants
As of December 31, 2001, we were commitied under the terms of ceriain leases to complete
the construction of buildings and certain related improvements at a remaining aggregaie cost
of $12.9 million.

As of December 31, 2001, we were also committed to fund an aggregate of approximately
$39.1 mitlion for the construction of building infrastructure improvements under the terms of
various leases and for certain invesiments.
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aggregate borrowings under the line of credit and the term loan were limited to $360 million.

We utilize interest rate swap agreements io hedge our exposure to variable interest rates associ-
aied with our unsecured line of credit and unsecured ierm loan. These agreements involve an
exchange of fixed and floating interest payments without the exchange of ihe underlying princi-
pal amounti (the “notional amount”). interest received under all of our swap agreements is
based on the one-month LIBOR rate. The net difference beiween the interest paid and the inter-
est received is reflected as an adjustment to interest expense.

The following table summarizes our interest rate swap agreements (dollars in thousands):

. Jransaction Date | __ Effective Date | _ Notional Amount | InterestPayRate} _____ TerminationDate | __ __ Fair Value |
April 2000 iay 20, 2000 $50,000 6.995% January 2, 2003 _ vamoi
July 2000 May 31, 2001 50,000 7.070% May 31, 2003 ﬁ aowu.“
January 2001  January 31, 2001 50,000 6.350% December 31, 2002, __(2,085);
L 6453

Effective January 1, 2001, we adoptied Statement of Financial Accouniing Standards Mo. 133
(SFAS 133), “Accounting for Derivative Instruments and Hedging Activities,” as amended by
Statement No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging
Activities.” SFAS 133, as amended, establishes accounting and reporting standards for deriva-
tive financial instruments such as our interest rate swap agreements. Specifically, SFAS 133
requires us to reflect our interest rate swap agreements on the balance sheet at their estimaied
fair value. We use a variety of methods and assumpiions based on market conditions and risks
existing at each balance sheet date to determine the fair values of our interest raie swap agree-
ments. These methods of assessing fair value result in a general approximation of value, and
such value may never be realized. As of January 1, 2001, the adoption of SFAS 133, as amended,
resulied in qualifying interest rate swap agreements reporied on the balance sheet as a liability
of approximaiely $3.5 million, with a corresponding reduction to accumulated other comprehensive
income, a separate component of stockholders’ equity.

All of our interest rate swap agreements meei the criteria to be deemed “effective” under
SFAS 133 in reducing our exposure to variable interest rates. Accordingly, we have categorized
these insiruments as cash flow hedges. While we intend to continue to meet the conditions for
hedge accounting, if hedges did not qualify as highly effective, the changes in the fair value of
the derivatives used as hedges would bz reflecied in earnings.

We do noi believe we are exposed to more than a nominal amount of credit risk in our interest
rate swap agreements, as the countierparties are established, well-capitalized financial institu-
tions. In addition, we have entered into master derivative agreements to minimize those risks.

On January 22, 2001, we terminated an inierest rate swap agreement with a notional amount
of $50 million, an interest pay raie of 7.25% and a maturity of December 31, 2001. The terminat-
ed interest rate swap agreement was replaced with the 6.350% interest rate swap agreement as

shown in the table above. The fair value of the terminated inierest rate swap agreement at the
date of termination (a liability of $950,000) was transferred to the replacement 6.350% interest
rate swap agreement. During 2001, approximaiely $475,000 was reclassified from other compre-
hensive income to inieresi expense. Approximately $475,000 will be credited against interest
expense during 2002. These adjustments result in an effective interest pay raie for the 6.350%
interest rate swap agreement of 7.30% for 2001 and 5.40% for 2002.

As of December 31, 2001, our interest rate swap agreements have been reported in the
accompanying balance sheet at their fair value as other liabilities of approximately $7.5 million.
The offsetiing adjustments were reflected as deferred losses in accumulated other comprehensive
income of $7.0 million. Balances in accumulated other comprehensive income are recognized in
earnings as swap paymenis are made.

Velvation of lavestments

We hold equity investments in certain publicly iraded companies and privately held entities. In
determining if and when a decline in the market value of these investments below amortized
cost is other than temporary, we evaluate the market conditions, offering prices, trends of earnings
and other key measures. When such a decline in value is deemed io be other than temporary, we
recognize an impairment loss in the current period operating results to the extent of the decline.

Oiher Resourees and Liguidity Reguiremants

In April 2001, we sold 500,000 shares of common stock to institutional investors. The shares
were issued at a price of $36.44 per share, resulting in aggregaie proceeds of approximaiely
$16.8 million, net of offering costs.

We expect to coniinue meeting our shori-term liquidity and capital requirements generally
through our working capiial and net cash provided by operating aciiviiies. We believe that
the net cash provided by operating activities will coniinue to be sufficient to enable us to make
distributions necessary to continue qualifying as a REIT. We also believe that net cash provided
by operating aciivities will be sufficient to fund our recurring non-revenue enhancing capital
expenditures, tenant improvements and leasing commissions.

We expect to meet certain long-term liquidity requirements, such as property acquisitions,
properiy development and redevelopment activities, scheduled debt maturities, expansions and
other non-recurring capital improvements, through excess nei cash provided by operating activ-
ities, long-term secured and unsecured borrowings, including borrowings under the line of credit
and the issuance of additional debt and/or equity securities.

Exposure te Envirenmoental Lieblities

In connection with the acquisition of all of our properties, we have obtained Phase | environ-
mental assessments to ascertain the existence of any environmental liabilities or other issues.
The Phase | environmental assessments of our properties have not revealed any environmental
liabilities that we believe would have a material adverse effect on our financial condition or
results of operations taken as a whole, nor are we aware of any maierial environmential
liabilities that have occurred since the Phase | environmental assessments were completed. In
addition, we carry a policy of pollution legal liability insurance covering exposure io certain
environmenial losses at all of our properiies.
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The following table presents our FFQ for the years ended December 31, 2001, 2000 and 1999 The following table shows certain information with respect io the lease expirations of our

{in thousands): properiies as of December 31, 2001:

i Square ' Square Footage | Annualized Base

For the Year Ended December 31 . 2001 e ....20000 . 1999 <Mm- of _ Z:MJUW.‘ of | monm:mwm of . asa _ummnm:nmmm mxa:._uu* mxuu:ﬂ:m

i ey oI i ' iril H e

Net income _ $30,277 . $26,009 $22,053 ) Mu‘mxuam.ww‘ix ) ‘;ﬁwmmw‘\tﬁw I wm\o mwmmo,‘ lmmmmwwmw o\n&\
Less: “ : 2002 52 476,422 10.1% $21.45
Dividends on preferred stock A, ﬁw.mmm., (3,666) (2,036} 2003 27 483,343 10.3% $19.03 m
Add: | M ‘ 2004 25 423,550 9.0% $21.01 |
]
Depreciation and amortization “ 36,578 24,251 18,532 ﬁ 2005 16 319,426 6.8% $25.90 “
I
Funds from operations _ $57,189 $46,594 $38,549 ! 2006 29 665,796 14.1% $22.5%:
i Thereafter 45 2,346,596 49.7% $24.59 !

Property and Lease Infermation
The following table is a summary of our property portiolio as of December 31, 2001
{dollars in thousands):

o eropaiss | __auureFout |___Base Rem | __Porcanton |
Suburban Washingion D.C. | i9 1,613,529 $ 25,248 97.8%
California ~ San Diego 21 949,328 26,842 100.0% '
California — San Francisco Bay 7 412,172 12,385 100.0% .
Southeast 3 183,473 3,307  "975% ,
New Jersey/Suburban Philadelphia 6 344,390 5977  100.0% |
Eastern Massachusetis 6 445,474 14,059 100.0% _
Washington — Seattle | 2 118,393 4,110 100.0% |
Subtotal 64 4,066,759 92,028 99.0% |
Redevelopment Properiies | 18 1,253,186 :l‘r‘_‘N.ma@\:)mm.‘mx.w
Total | 52 5319845 5969774 €3.0%)

{1} Substantially ail of the vacant space is office or warehousa space.
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Consolidated

Alexandria Reael siete kquities, Inc. and subsidiaries

As of December 31 {dollars in thousands, except per share amounts}
Asseis

Rental properties, net

Property under development

Cash and cash equivalenis

Tenant security deposits and other restricted cash
Secured note receivable

Tenant receivables

Deferred rent

Other assets

Total assets

I.iabilitles and Steslkholders’ BEquity

Secured notes payable

Unsecured line of credit and unsecured term loan
Accounts payable, accrued expenses and tenant security deposits
Dividends payable

Commitments and contingencies

Stockholdeis’ equity:
9.50% Series A cumulative redeemable preferred siocl,
$0.01 par value per share, 1,610,000 shares authorized;
1,543,500 shares issued and ouistanding at December 31, 2001
and 2000; $25.00 liquidation value

Common stock, $0.01 par value per share, 100,000,000
shares authorized; 16,354,541 and 15,548,356 shares issued and
ouistanding at December 31, 2001 and 2000, respectively

Additional paid-in capital

Deferred compensation

Retained earnings

Accumulated other comprehensive income
Total stockholders’ equity
Total liabilities and stockholders’ equity

See accompanying notes.

63,250

$245,961 |
' 228,600 .
‘ 48,057 |
i 8,220
| 678,509

38,508 !

| W
163
391,818

(1,782}

__$962,146 |

2000 |

$ 679,653
26,092
2,776
6,995
6,000
2,835
14,945
41,688
$780,984

$ 200,256
231,000
23,123
7,453
461,832

38,588

155
278,868
{296}
1,837
319,152
$ 780,984

Consolidated

Statements ot lncome

Alexandria Real Esiate Equities, Inc. and subsidiarizs

For the Year Ended Decermber 31 {dollars in thousands, except per share amounts)
Rovanues

Rental
Tenant recoveries

Interest and other income

Expenses

Rental operations

General and administrative
interest

Depreciation and amortization

Net income
Dividends on preferred stock

Net income allocated to common siockholders

Net income per share of common stock:
- Basic
- Diluted

Weighted average shares of common stock outstanding:
— Basic
- Diluted

See accompanying notes.

200

1

!
s e9171l¢ 82,499
“ 25,357 20,905
_ 3,258 . 3,505
L 1329,789 106,910
|
|
X 26,115 21,873
m 11,694 8,986
29,125 25,791

“ 30,578 24,251
v 07,513 80,801
27518
[$  30247,$ 26,009
W 35839 3,666
|8 28811|$ 22343
]
| 1
! ,
. ]

]
@ 1.55
'8
TWV 1.52
!
| 95,853,459 | 14,460,711

p— el TR

| 16,208,178 14,699,478

01

L —

1999 |

$ 68425
16,305
1,632
86,262

19,003
6,977
19,697
18,5632
64,209

$§ 22,083
$ 2,035

$ 20,017

$ 1.48
$ 1.46

13,625,840
13,670,568
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Co
Stockholders’

taal tisieie

nsolidated Statements
cQuity

Alxxandria Eouitics, Inc. and subsidiaiias

of

Accumulated

Sories A Number of Additional Other
Preferred Common Common Paid-In Deferred Retained | Comprehensive
(dollarsinthousands) e e e S . Stock |  Shares | ___Stock | Capitel | Compensation_ _Eamings | income | Totsl |
Balance at December 31, dmmw $ - 12,586,263 $126  $199,643 $ - $ - $ - $ 189,769
Net income - - - - - 22,053 - 22,053
Unrealized gain on marketable securities - - - - - - 172 172
Comprehensive income - - - - - - 22,225
Issuance of common stock, net of offering costs - 1,150,000 11 29,818 ~ - - 29,829
Repurchase of common stock - (145,343) (1) (3,458) - - - (3,459)
Issuance of preferred siock, nei of offering costs 38,588 - (1,712) - - - 36,876
Stock compensation expense - 105,800 1 3,151 {3,152) - -
Amortization of stock compensation expense - - - 1,658 - - 1,658
Exercise of stocl options - 48,902 - 874 - - - 874
Dividends declared on preferred stock - - - - - (2,036) - {2,036)
Dividends declared on common stoc - - - {3,136) - (20,017) - (23,153)
Balance at December 31, 1999 38,588 13,745,622 137 225,180 (1,484) - 172 262,583
Net income - - - - - 26,009 26,009
Unrealized gain on marketable securities - - - - - - 1,685 1,685
Comprehensive income - - - - - - - 27,674
Issuances of common stock, net of offering cosis - 1,625,000 16 52,101 - - - 52,117
Stock compensation expense - 18,400 - 633 (633) - -
Amortization of stock compensation expanse - - - 1,831 - - 1,831
Exercise of stoclk options - 159,334 2 4,113 - - - 4,115
Dividends declared on preferred stock - - - - - (3,666) - {3,665)
Dividends declared on common stoclk - - - (3,159) - (22,343) - (25,5602)
Balance at December 31, 2000 38,588 15,548,356 155 278,868 (296) - 1,837 319,152
FAS 133 transition adjustment - - - - - - (3,461) (3,461)
Net income - - - - - 30,277 - 30,277
Unrealized loss on marketable securities -~ - - - - - {1,008) (1,008)
Unrealized loss on swap agreemenis - - - - - - (3,517) ___ (3,517)]
Comprehensive income - - - - - - 25,752
Issuance of common stock, net of offering cosis - 500,000 5 16,746 - - - 16,751
Stock compensation expense ~ 122,555 1 4,326 (4,327) ~ ~
Amortization of stock compensation expense - - - - 2,841 ~ - 2,841
Exercise of stock options - 183,630 2 5,198 ~ - - 5,200
Dividends declared on preferred stock - - - - - {3,666) - {3,665)
. Dividends declared on commonstock . T 13,320} - . les811) . - (29,931)
Balance at Decembar 31, 2001 w@ 589 M_@w 4,541 $163 $3051,818 S 87) 8 - $(6,149) ¢ 332,698

See accompanying notes.
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Depreciation is provided using the straighi-line meihod using estimated lives of 30 to 40 years
for buildings and building improvements, 20 years for land improvements and the term of the
respective lease for tenant improvementis.

Restricied Cash
Restricted cash consists of the following (in thousands):

As of December 31 2009 ;2000
Funds held in trust as additional security required under

the terms of certain secured notes payable i $ 5583 $5,103
Security deposit funds based on the terms ' .
of ceriain lease agreementis _ 1,647 1,892

Funds held in escrow to complete the development
of an office/laboratory facility

$6,995

Loan Fees and Cosis

Fees and costs incurred in obtaining long-term financing are amortized over the terms of the
related loans and included in interest expense. Loan fees and costs, net of relaied amortization,
totaled $5,815,000 and $5,810,000 as of December 31, 2001 and 2000, respectively, and are
included in other assets on our balance sheets.

Rental Income

Rental income from leases with scheduled rent increases, free rent and other rent adjustments
are recognized on a straight-line basis over the respective lease term. We include amounts
currently recognized as income, and expecied to be received in later years, in deferred rent on
our balance sheets. Amounis received currently, but recognized as income in future years, are
included in accrued expenses as unearned rent on our balance sheets.

Interest Income
inierest income was $923,000, $1,025,000 and $1,013,000 in 2001, 2000, and 1999, respeciively,
and is included in interest and other income in the accompanying statements of income.

Leasing Costs

Leasing costs are amoriized on a straight-line basis over the term of the related lease. Leasing
costs, net of related amoitizaiion, totaled $14,559,000 and $11,652,000 as of Dacember 31, 2001
and 2000, respectively, and are included in other assets on our balance sheets.

Fair Value of Financial Instrumenis

The carrying amount of cash and cash equivalents approximates fair value. The carrying
amount of our secured note receivable approximates fair value because ihe applicable interest
rate approximates the market rate for this loan.

The fair value of our secured notes payable was estimated using discounted cash flows analyses
based on borrowing rates we believe we could obtain with similar terms and maturities. As of
December 31, 2001 and 2000, the fair value of our secured notes payable was approximately
$220,886,000 and $204,786,000, respeciively.

Net Income Per Share
The following table shows the computation of net income per share of common stock outstanding,
as well as the dividends declared per share of common siock:

For the Year Ended December 31 ... 201 ....2000
{dollars in thousands, except per share amounts)

. 1999 |
Net income available to common stockholders

—= = e e )

22,343 $ 20,017

$ 26611 $

Weighted average shares of common

stock ouistanding — basic 15,853,459 14,460,711 13,525,840
i

Add: dilutive effect of stock options 234,719 238,767 144,728

|
Weighted average shares of common ! ,
stock outstanding — diluted ) _ 16,208,178 14,699,478 13,670,568
|
+
|

Net income per common share ~ basic 1556 § 1.48
Net income per common share - diluted 152 § 1.46
Common dividends declared par share 172 $ 1.69

Operating Segments
We view our operaiions as principally one segment and the financial information disclosed
herein represents all of the financial information related to our principal operating segment.

Income Taxes

As a REIT, we are not subject to federal income taxation as long as we meet a humber of
organizational and operational requiremenis and distribute all of our taxable income to our
stockholders. Since we believe we have met these requiremenis and our distributions exceeded
taxable income, no federal income tax provision has been reflected in the accompanying consol-
idated financial statements for the years ended December 31, 2001, 2000 and 1999. if we fail to

qualify as a REIT in any taxable year, we will be subject to federal income tax on our taxable
income at regular corporate tax raies.

During 2001, 2000 and 1999, we declared dividends on our common stock of $1.84, $1.72 and
$1.69 per share, respectively. During 2001, 2000, and 1889 we declared dividends on our
Series A preferred stock of $2.375, $2.375 and $1.4184 per share, respeciively.




RN 3
SRCAICHSD geren UDNIARISE CoUoas;
210 _J :[ SOUN TLAICO 18 G

RN HURG Gl

QoI G Sk

s O

CUR IO S
:::::Q,; Fapves

CUINTI I8 CEO

,:_;.:: 5 c.u.:,:a.e
s
4 QMG CLL2 ASTICIUY OF

JUGUONC :: :ECD_: S

s

HOLES

01 BOLWY] CICR UB0] WICT DU Bun

Romlolapittchle 0151008 T8BUL IChU o ¢ GIEG 10 W

A UBOL ULST SUT U2 1010 L0 SUL SUL ISDUN S[GRliRAR 80U ,;c:on eredo i
sSLaun rron 5: 10 BWEO[EASEE ! 10 JUCLICO]SAL

Cra 52 AISLINIONSY TEISS5D DUISGUINOULUN L0 [ou 2 LITeY DRALIOE ::5‘: 1

DCHLO ROUL U2 01 90LUN] CJ2 U0 BuSt oy sun RIS 1O SUl SULISHUN iUl FADLIGUE D1 k:aa.,\

(i Vel P W 1

UEEE

-0 81232902 L00Y
cul o1 tdin ©8BsIou) {
e e a0 el

Cu

[EN RIS S EabyE) ] OfHLICAR 0l :4 al

LIS CUL T 007 LE JOGLISHSH L0 By LRSI 10 O :: :_C [R3% Joset Cw ies .,!xw \,:r; AL THUSAQL
[CDUZUIL SUILINON U G_ [LERH U L0 D6 S
ORSTU B CONEAD ; Tae A .:\.1.2 ".::? O " HE e _T GRS Cur pun Suw

O Gusa Ot

ORI

RN “:u e an

1
‘
¢

4

R ﬁ A L c_ ULIEL DCHSSSHI Lo

) DA .:Ex RIEIS) ;7 uy

sauear poabies
Gy snuRe

.x:\ 210 o
A0 SBUHRMOLIRG TLG0Z L ,:.,&5” Gt
Ac 00iob odn Do T:.,u: a :
STUIAGI & £0ng Al

55: E:::u it

g \,c::::o yon

1) OGNS U o)
) HLSUNSIGC UL
FURUH c:_ 1O UL CUL TUDI DL
303 Es

SACYD

S :.:

au

VUL SUREU) 1

NI GL 00 1SN S CONEADPE RaRG Loar
SRULG SUL L0 UG cn a0 £
WD 1O Gy 81 SsDUn

DCINATHUN U2 SABL SRR

h
i

ERI e I IoRIONAES

S L0 U0 axunm

101 CLDING. 1 wul

. B N T P RN
O IR R O I O N O SO
s 7N
W N Il

1 o0 UL

2hB0 WELA JCU n\ox

ATUNLIOD-SH0IS §] UROY SU1 2007 ‘G UDI2IY SN 81 ou2 Y (Uiicu
SOISIUT 8288 Lae] 511 ATICO 016 U .5 SUICVISACIOIM] U218 Lo
o00Id cu 16 W ucﬁ S106 1 01 U2C] Q0N CCH'CE 2 SR B

v

ITILIY 10 05 2 At DEANONS

Rr _(E.GE Ul BLIoME) ToB8l ] U3 UL ANIsEL oLl SIFIBOE CUT UMM UORSSTIU0Y U]
o BSIIR00

sraen

[AN/A ST
AL

13364
AU

" unoy

His

G o

CUM G351

‘00087,
Rl
olal

DOLE

AHIRTARS

(vaa'ra)

TAASRAY)

ANATAH
ere'es 8
coor

coifa opze) Sy

.::.. 0007 “LEDE TLE InGIgot ‘: DCTHL S1504A S

HIOA €1 01 SUG 10 SR8 GUiL

£00e
$00¢
¥i0e
£00e
«00¢

12

1O U1) S0 8B 2aR Scx LG IGUISHSL T 10 8D G

A
GULIS

FRGHHY

CHL IO

AJSALDCOALRY 0006l

100e
4n .uﬁv.&:“i.: o3 orp

204

RS

semsod

1103 DU SBW

JOL CIRNDE 2 L) 60

A GUDED] OC
‘0o
ChiZA 3006

h,\w DiE 18N

wu ey e

110 TR080 AG

s g
REGAVISH

R

TR T T
LG GG

swosmna

FOAILIS) BE 01 S1Ue Anc [HERIT

oL D,

RS PO O00°0LL/S TO0D LR L LS ST GESEE DUR G007 160
oA o; nc

Eucc; o)

10 1USE0)S O AU GO

o ,
[ ::?3:( O UIIAR DOIRIDOGEL GO {31
RIS [HUsL anon A3 m::

O_cN el

BUZSNoLL B1) SUIRAIO)

10,

P ESLSaNS DUIDNENe

NETRTITIY

5 UL OO0 CELEES \occ oy cvu

niiaue acy

uanato 32408

SiUC —)>C_Dc: ASHLG DU TU2UGH

e

S ATONEDT DO

NSRS IN 474 MR StOTR AL (o1 o)

1BI5U0I BSIISCRLG |

::OL;O.‘::J &

W\
? Gt 620Ns0HD
UGS e 1

vrninag

GDNEL 0 BY
V3G GBS CAR
L0
HORINE!
?:;E.

2P

O OCI2PMINGAL S8y

T.IO_n;:_ aul duin; HO

DS
L2 ASGUISIT O Ty

GUIIlaBs, T "0




The following table summarizes our interest raie swap agreemenis (doliars in thousands):

. Transaction Oste | . EffectivoDate| Notianal Amount | Intorost Pay fste ! . Fair Valuo,
April 2000 May 20, 2000 $50,000 6.995% A $(2.28
July 2000 May 31, 2001 50,000 7.070% May 31, 2003 | (3,033).
January 2001  January 31, 2001 50,000 6.350% December 31, 2002 F‘LN@»& ,,
L st

Effective January 1, 2001, we adopted Statement of Financial Accounting Standards No. 133
(SFAS 133), “Accounting for Derivative Instruments and Hedging Activities,” as amended by
Statemeni No. 138, “Accouniing for Certain Derivaiive Instrumenis and Certain Hedging Aciivities.”
SFAS 133, as amended, esiablishes accounting and reporiing standards for derivative financial
instruments such as our inierast raie swap agreements. Specifically, SFAS 133 requires us to reflect
our interest raie swap agreements on the balance sheet at their estimatied fair value. We use a
variety of methods and assumpiions based on market condifions and risks existing at each balance
sheet date to determine the fair values of our inierest rate swap agreements. These methods of
assessing fair value resuli in a general approximation of value, and such value may never ba
realized. As of January 1, 2001, the adoption of SFAS 133, as amended, resulted in qualifying
interest rate swap agreaments reporied on the balance sheet as a liability of approximately $3.5
million, with a corresponding reduction {0 accumulated other comprehensive income, a sepa-
rate component of stockholders’ equity.

All of our interesi raie swap agreements meet the criieria to be deemed “effeciive” under SFAS
133 in reducing our exposure io variable interesi raies. Accordingly, we have categorized these
insiruments as cash flow hedges.

On January 22, 2001, we terminaied an inierest raie swap agreameni with a notional amount of
$50 million, an interest pay rate of 7.25% and a maturity of Decembar 31, 2001. The terminated
interesi rate swap agreement was replaced with the 6.350% interest rate swap agreementi as
shown in the table above. The fair value of the terminatied inierest rate swap agresment at the
date of termination (a liability of $850,000} was iransferred io the replacement 6.350% interest
rate swap agreement. During 2001, approximaiely $475,000 was reclassified from other compre-
hensive income to interest expense. Approximately $475,000 will be credited against interest
expense during 2002. These adjustmenis resuli in an effeciive interest pay raie for the 6.350%
interest rate swap agreement of 7.30% for 2001 and 5.40% for 2002.

As of December 31, 2001, our inferest raie swap agreamentis have been reporied in the accom-
panying balance sheet at their fair value as other liabilities of approximaiely $7.5 million. The
offseiling adjusiments were reflecied as deferred losses in accumulated other comprehensive
income of $7.0 million. Balances in accumulaied other comprehensive income are recognized in
carnings as swap paymenis are made.
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Scaurcd Kotos Payalele

Secured notes payable consist of ihe following (in thousands):

Ag of December 31

8.75% noie, due January 2005, with an effeciive inierest rate of 7.25%
(includes unamortized premium of $494 and $611 at December 31, 2001
and 2000, respeciively), secured by one property in Worcester, MA

8.68% note, due December 2008, secured by two
propeities in Durham, NC

8.25% note, due August 2007, secured by threa properties in
Gaithersburg, MD

9.125% note, due October 2007, with an effeciive interest
rate of 7.256% (includes unamoriized premium of $1,612
and $1,845 at Decembear 31, 2001 and 2000, respeciively),
secured by one property in Cambridge, MA

7.22% note, due May 2008, secured by two properiies,
one in Chantilly, VA and the other in Seasiile, WA

8.71% note, due January 2010, secured by two properiies,
one in Worcester, MA and the other in San Diego, CA

8.33% note, due November 2010, secured by two properiies in
Gaithersburg, MD

7.75% note, due July 2011, secured by six properiies in San Diego, CA
7.50% note, due August 2011, secured by one propeiy in San Diego, CA

7.40% note, due January 2012, secured by three propeities
in Gaithersburg, MD

7.165% note, aue January 2014, secured by one properiy in Alameda, CA

9.00% note, due December 2014, secured by two proparties in
San Diego, CA

7.75% note, due June 2016, secured by one properiy in Seatile, WA
Construction loan &t LIBOR plus 1.75%, due January 2002,

providing for borrowings of up to $19,000,000, secured by one
property in Gaithersburg, MD

Construction loan at LIBOR plus 1.70%, due June 2003, providing
for borrowings of up to $25,175,000, secured by two properiies
in San Francisco, CA

e .- 2603 | 2000

$ 10,729 |$ 11,276
12,482 | 12,314
9,807 9,298
19,168 - 19,513
35,260 35,646

‘ _

| 1867 @ 18,798

R
24568 | 24,675
24,030 -
51,992 -
28,230 -
4,811 6,018
9,855 16,499
8,842 | 19,520

- 18,881
_ A
ﬂ 18,845 7,018
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Commritments and Contingencies

Employee Retirement Savings Plan

Effective January 1, 1997, we adopted a retirement savings plan pursuant to Section 401(k) of
the Internal Revenue Code (“Code”) whereby our employees may contribuie a portion of their
compensation to their respective retirement accounis, in an amouni not to exceed the maximum
allowed under the Code. The plan provides that we contribuie eight percent of our employees’
salary {subject to statutory limitations), which amounied to $353,000, $254,000 and $185,000,
respectively, for the years ended December 31, 2001, 2000 and 1999. Employees who participate
in the plan are immediaiely vested in their contributions and in the contributions of the company.

Concentration of Credit Risk

We maintain our cash and cash equivalents at insured financial institutions. The combined
account balances at each institution periodically exceed FDIC insurance coverage, and, as a
result, there is a concentration of credit risk related to amounts in excess of FDIC insurance
coverage. We believe that the risk is not significani.

We are dependent on rental income from relatively few ienants in the life science industry. The
inability of any single tenant to make iis lease payments could adversely affect our operations.
As of December 31, 2001, we had 194 leases with a total of 167 tenants and 45 of our 82 properiies
were each leased to a single tenani. At December 31, 2001, our three largest tenants accounted
for approximately 14.1% of our aggregate annualized base rent.

We generally do not require collateral or other security from our tenants, other than security
deposits. In addition to security deposiis held in cash, we hold $10.8 million in irrevocable letiers
of credit available from certain tenants as security deposiis for 37 leases as of December 31, 2001.

Commiiments

As of December 31, 2001, we were commitied under the terms of certain leases t0 compleie the
consiruction of buildings and ceriain related improvemenis at a remaining aggregate cost of
$12.9 million.

As of December 31, 2001, we were also commiiied to fund approximately $39.1 million for the
consiruction of building infrastructure improvements under the terms of various leases and for
certain investments.

Steel Cption Plans and Steek Grants

1997 Stock Plan

in 1897, we adopted a stock option and incentive plan (the “1997 Stock Plan”) for ihe purpose
of attracting and retaining the highest quality personnel, providing for additional incentives and
promoting the success of ithe company by providing employees the opportunity to acquire
common stock pursuant to (i) options to purchase common siock; and (ii) share awards. As of
December 31, 2001, a total of 409,623 shares were reserved for the granting of fuiure options
and share awards under the 1997 Stock Plan.

Options under our plan have been granted at prices that are equal to the market value of the
stock on the date of grant and expire ien years after the date of grant. Employee opfions vest
ratably in three annual installmenis from the date of grant. Non-employee director options vest
immediately on the datie of grant. The options ouistanding under the 1897 Stock Plan expire at
various dates through November 2011.

In addition, the 1997 Stock Plan permits us to issue share awards io our employees and non-
employee directors. A share award is an award of common stock which (i} may be fully vested
upon issuance or (ii) may be subject fo the risk of foifeiture under Seciion 83 of the Internal
Revenue Code. For employees, these shares generally vest over a one-year period and the sale
of the shares is restricted prior to ihe date of vesting. For non-employee directors, these shares
are generally fully vested upon issuance and the sale of the shares is not restricted. During 2001,
we awarded 122,555 shares of common stock. These shares were recorded ai fair value with a
corresponding charge to stockholders’ equity. The unearned portion is amortized as compensatiion
expense on a siraighi-line basis over the vesting period.

We have elected to follow Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees” (“APB 25"} and related Inierpretations in accounting for our employee
and non-employee director siock options, stock granis and stock appreciaiion righis. Under APB
25, because ihe exercise price of the options we granted equals the market price of the underly-
ing stock on the date of grant, no compensation expense has been recognized. Alihough we
have elecied to follow APB 25, pro forma information regarding net income and net income per
share is required by Financial Accounting Standards Board Statemeni No. 123, “Accounting for
Siock-Based Compansation.” This information has been determined as if we had accounted for
our stock options under the fair value meihod under Statement 123. The fair value of the options
issued under the 1897 Stock Plan was estimated at the date of grant using a Black-Scholes option
pricing mode! with the following weighied average assumptions for 2001, 2000 and 1999:

For the Ysar Ended December 31 e 200%; 200 . _18%9

Risk-free interest rate AG8% 5.15% 6.48%

Dividend yield : 4.49% 4.78% 5.66%

Volatility facior of the expecied market price | 22.37%!  23.20% 24.60%
]

Weighied average expecied life of the options 52ycers: 4.7 years 5.8 years
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Sukecgiont Bvont {Unsudited)

In January 2002, we completed a public ofiering of 2,300,000 shares of our 9.10% Series B
cumulative redeemable preferred siock (including the shares issued upon exercise of the
underwriters’ over-alloiment option). The shares were issued at a price of $25.00 per share,
resulting in aggregate proceeds of approximately $55.1 million, net of undarwriters’ discounis
and other offering cosis. The dividends on our Series B preferred stock are cumulative and
accrue from the date of original issuance. We pay dividends quarterly in arrzars at an annuat
rate of $2.275 per share. Cur Series B preferred stock has no siated maturity, is not subject to
any sinking fund or mandatory redemption and is not redeemable prior to January 22, 2007,
except in order to preserve our siatus as a REIT. Investors in our Series B preferred stock gener-
ally have no voiing rights. On or afier January 22, 2007, we may, at our option, redeem our
Series B preferred stock, in whole or in part, at any time for cash at a redempiion price of $25.00
per share, plus accrued and unpaid dividends.

In February 2002, we sold 418,970 shares of our common siock. The shares weare issued &t a
price of $39.46 per share, resuliing in aggregate proceeds of approximately $16.4 million (after

-

deducting underwriting discounts and other ofiering cosis).

1=

Private Soeuritics [

Certain statements made in this Annual Report constitute "forward-looking statemenis” within
the meaning of the Private Securities Litigation Reform Act of 1995. Such forward-looking siaie-
menis involve lknown and unknown risks, uncertainiies and other factors that may cause our
actual resulis, performance or achievemenis, or industry results, to be materially different from
any future results, performance or achievemenis expressed or implied by such forward-looking
statemenis. Given these uncertainties, prospactive and current investors are cautioned not to
place undue reliance on such forward-looking siatements. We disclaim any obligation to update
such factors or to publicly announce ine result of any revisions to any of the forward-looking
statements contained in this or any other document. Readers of this Annual Report should also
read our other publicly filed documents for furiher discussion.

Report of
Independent Auc

itors

Alaxandria [lcal Histate Hauities, Inc. end subsidiarics

To the Board of Directors and Stockholders of
Alexandria Real Estate Equities, Inc.

We have audiied the accompanying consolidated balance sheets of Alexandria Real Estate
Equities, Inc. and subsidiaries {the “Company”) as of December 31, 2001 and 2000, and the
related consolidated staiements of income, stockholders’ equity, and cash flows for each of the
three years in ihe period ended December 31, 2001. These financial statemenis are the responsi-
bility of the Company’s managemeni. Our responsibility is ©0 express an opinion on these finan-
cial statements based on our audits.

We conducted our audiis in accordance with auditing standards generally accepied in the Uniied
States. Those standards require that we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statemenis aie free of maierial misstaiement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statemenis. An audit also includes assessing ihe accounting orinciples used and signif
cant estimates made by management, as well as evaluating the overall financial statement pre-
sentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial staiementis referred to above present fairly, in all material respacts,
the consolidated financial position of Alexandria Real Estate Equities, Inc. and subsiaiaries at
December 31, 2001 and 2000, and the consolidated resulis of iheir operations and their cash
flows for each of the three years in the period ended December 31, 2001, in conformiiy with
accounting princinles generally accepted in the United Stiates.

p
Upvaancr LI

Los Angeles, California
January 25, 2002
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5.1

DIRECTORS AND MANAGEMENT (2 (a)(b)(c )(e) and 17(a)(b) and (c ))[7.B.1]}

Directors

The directors of Afgem, including a summary of each of their backgrounds, are detailed below. All directors are
South African.

Name Age Designation Address

Michael John Nunn 40 Chairman and chief SA Diamond Centre, 240 Commissioner Sg'w-eei, Johannesburg
executive officer

Mervyn Shein 48  Group financial directer  SA Diamond Centre, 240 Commissionier Street, Johannesburg

Dean Roy Cunningham 40  Non-executive director 1st Floor, Isle of Houghton, Boundary Road, Houghton

Sipho Mkhize 38  Non-executive director 19 Fredman Drive, Sandton

Andre Bekker 40  Nor-executive director 19 Fredman Drive, Sandton

Christopher Hardy Boulle 28  Non-executive director Kentgate, 64 Kent Road, Dunkeld

Executive directors

Michael John Nunn (40)
Chairman and Chief Executive Officer

For the first five years of his career, Mike was a commodity trader specialising in Africa. The next seven years were in
manufacturing and marketing, followed by eight years in the coloured gemstone industry, of which three years was in
gemstone mining in Zambia. He has extensive expertise in purchasing, grading, cutting, polishing and marketing of high value.
coloured gemstones. Mike is highly regarded within the South African and international gemstone industry and has a strong
practical working knowledge of gemstone sourcing and mining in Africa.

Mervyn Shein (48) BCom CA (SA)
Group Financial Director

Mervyn is a qualified Chartered Accountant with 20 years' experience, primarily in auditing. He joined Clicks Stores Limited
shortly after qualifying, where he gained valuable commercial experience as group administration manager. Mervyn moved to
Johannesburg in 1881 and was appointed audit manager at Sussman Goddard (now Ernst & Young). He joined Leveton
Boner and Horwath as audit manager in 1988 and was admitted as partner in 1891. In 1983, Mervyn established his own
practice, which he ran for five years before joining Afgem.

Non-executive directors

Dean Roy Cunningham (40) BSc. {Hons) (Mining Eng.)
Non-executive Diractor

Dean has spent 12 years in all aspects of the mining industry, including the financial evaluation of existing and new projects,
various corporate finance work and the nlwarketing of South African equities, both locally and internationally. He spent nine.
years as a mining analyst, during which time he won several awards. Dean was a director of Investec Securities, prior to
estabiishing his own mining corporate advisory company, Mining Commodities fi'inancing (Pty) Limited (*Micofin®). Deanisa
non-executive director of both Afgem and The Afrikander Lease Limited, a listed gold mining company, amongst others. Helis -~
chairman of Afgem's remuneration committee and its audit committee. B

Sipho Mkhize (39) Pr. Eng, BSc (Hons) {(Mech Eng), MDP
Non-executive Director

Sipho is a prefessional mechanical engineer with 12 years' experience in the chemical and heavy manufacturing industries.

He has experience in project engineering, specialising in managing industrial projects. Sipho has also managed maintenance .
and production departments responsible for human resource planning, plant optimisation, fraining and safety. He is currently
the Small Business Unit head of mining and minarals for the IDC, responsible for the development of mining projects. Sipho B
is a board member of Aluminium Management Company of Mozambique and Mossgas.
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Andre Bekker (40) BSc (Hons) (Geology), MDP
Non-executive Director

Andre has seven years' experience as a practising geologist with Rand Mines Lid and Anglo American plc, accumulating a
wealth of experience in coal and gold mining. He has been with the IDC for the past eight years, where he has dealt with all
aspects of mining finance. He has been involved in loan and equity finance to the mining sector in a wide range of mineral
products, including precious and base metals, precious stones, industrial minerals, gas and coal.

Christopher Hardy Boulle {28) B.Com, LLB
Non-executive Director

'
Chris is a partner at HR Levin, Attorneys, Notaries and Conveyancers. He specialises in corporate, commercial and local and

" international tax law and has been involved in numerous acquisitions, mergers and listings on the JSE. He is currently
studying for a Masters degree in Tax Law at the University of the Witwatersrand.

5.2 Management

Details of other senior management are as follows:
AFGEM

Alan Thomas Fung (48) BCom CA (SA)
Group Financial Manager

Aian has held positions at Ernst & Young, Reunert & Lenz Engineering and Willards Foods, where he was the management
accountant for seven years. Prior to joining the Afgem Group, Alan was company secretary of Avis Southern Africa,
overseeing 54 subsidiaries. Alan's expertise in the fields of accounting and finance are complemented by his strong
managemnent skills and team approach.

Joanne Leigh Herbstein (23) BA (Hons) PDM
Corporate Communications Manager

Joanne graduated cum laude with an Honours degree at the University of the Witwatersrand, where she won the Standard
Bank Scholarship and the EJA Loerincz Scholarship for Academic Excellence for four years. On graduating, Joanne was
awarded the Dean's Merit Award for the top student in a professional degree. During her degres, Joanne was involved in
numerous community development projects. She subsequently completed a post graduate diploma in Management and
Business Administration at the Wits Business School, where she was awarded a full scholarship from The Exscutive
Women's Club of South Africa. Joanne completed an internship at Investec Bank Limited. On completion of her studies,
Joarne joined Afgem to manage investor relations and corporate cormmunications.

AFGEM MARKETING
Lapidary Division

ivan Valentine Zelubowksi (31)
Divisional Manager

fvan is a third generation master gemstone cutter and polisher with 11 years’ experience, seven of which have been spent
with Afgem. lvan has extensive experience with culting machinery and technology, as well as culting factory development
and management.

Robert Andrew Buyrieon (28)
Assistant Manager

Rob has a diploma in jewellery design and manufacturing and has five years' experience in the jewellery industry. He has held
the position of brand and technical manager of lsading watch distributors, including Tag Heuer, Jaeger fe Coultre and Rado.
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Africa Division

Marityn Eve Chaimowitz {50)
Divigional Director

Marilyn has five years' experience in the coloured gemstone industry, particularly in the marketing of calibrated and locse
gemstones, primarily tanzanite. She developed Afgem Marketing’s calibrated gemstone division and continues to manage the
marketing and sales in sub-Saharan Africa.

Haviey Anne Henning (32) B.Soc.Sci
Sales and Marketing

Hayley has diplomas in public relations and marketing. She has a public refations background and an excellent working
knowledge of all aspects of the gemstone industry. She has spent seven years with Afgem, having managed Afgem'’s Cape
Town office for thres years, following which she rejoined the haad office to assume responsibility for sales and marketing in
Afgem’s Africa divisicn.

Overseas Division

Candice Lauren Nunn (28)
Divisional Direcior

Candice has eight years’ experience in the coloured gemstone industry: two years in purchasing, sorting and grading, four years
as sales and marketing director of Montana after which she was appoirted managing director of Afgem Marketing in early 1299,
Over the past year, Afgem Marksting has significantly exceeded all its forecasts under her strategic management and guidance.

Donna-Rae Taoussanis (27) BA
Brand Manager

Donna-Rag graduated in 1¢95 from the University of Witwatersrand with a Bachelor of Aris degree in Psychology and
English. After completing a post-graduate diploma with a copywriting specialisation at the AAA School of Advertising, she
worked in the advertising industry for three years as a strategic planner before joining interbrand Sampson in February 2000.
Donna-Rae has gained strategic communications experience across a broad specirum of industries which have included the
following clients: Ernst & Young, Proctor & Gamble, Alfa Romeo, Persetel Que Data, Ster Kinekor Pictures, MTN Africa,
Lever Ponds, Nationa! Brands and Fedsure Health.

Robyn Lestey Maclachlan (27) B.Soc. Sci
Sales and Marketing

Prior to completing her degree, Robyn spent two years working in Europe. On returning to South Africa, she joined a travel
and tourism company, managing and marketing tours in Africa. She has broadbased experience hoth in sales and marketing,
specifically in dealing with a US client base.

MAL

Ami Ramadhan Mpungwe (48) B.A.(Hons) (international Relations and Political Science) Dip.intLaw
Non-executive Chairman

Ami recently retired as Tanzanian Ambassador to South Africa after spending 25 years in the diplomatic service. He is
chairman of South African Airways (Africa Region) and Verlex Financial Services and holds directorships with numerous
companies including the National Bank of Commerce (Tanzania) (a subsidiary of ABSA) and LTA Construction (Tanzania}
Limited. Ami was recently awarded the highest honour which South Africa is able to confer on a foreign citizen, by Presidant
Mbeki: The Crder of Good Hope.

Kenneth Bruce Kemp Jones (43) Pr Eng, C Eng, BSc (Hons)XEng){Mining) FSAIMM, MiMM, ARSM
Managing Director

Bruce has 25 years’ experience in the mining industry with extensive corporate, project, production, technical and consulling
expertise in gold, platinum, coal and base metal mining. Me holds Scuth African Mine Managers' Certificates of Competency
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for metailifercus and coal mining. His experience spans major and significant highly complex underground and opencast
operations to smali-scale mining ventures in isolated regions. During his career, Bruce has been involved in project
identification, due diligence and feasibility studies, project planning and implementation, in addition to various production
management roles. After 23 years with Gold Fields of South Africa, where he became technical director of Gold Fields Coal,
Bruce moved to Central Africa, where he held senior management and project management positions in the Democratic
Republic of Congo and Zambia, restructuring and refocusing mining operations.

Ernest de Kock (47) ACMA, IAC
Financial and Administration Manager

Ernest is a management accountant with 23 years' experience in integrated financial management, general management and
systems implementation and control in a ‘wide range of manufacturing and operational environments. He has held a variety of
. cost and management accountant positions with subsidiary companies of Afcol and Wormald International. He was financial
manager to subsidiaries of Anglovaal Industries, Africa Glass, Reutech Systems and the Motor Company of Botswana, He
spent two years as commercial manager of a Unilever subsidiary.

Matheus (“Mike™) Jacobus Visagie (35)
Security Manager

Mike is a security professional who has a wide range of qualifications specifically related to security management. He spent
15 years with the South African Police Services, rising to the position of Inspector. For two years prior to joining Afgem, he
has been the security operations manager of New Africa Security, covering security operations for diamond projects in
Central Africa.

Henry Myiti (34)
Resident Director

Henry has nine years' experience in gemstone mining, five of which were spent working underground in tanzanite mines. He
owns and manages Tanzania's most successful chrome tourmaline mine and is a highly regarded and respectad
businessman. Henry has a long-standing relationship with Afgem and manages community relations and local logistics for
MML in Tanzania.

Mining Division

Glanham (*Glen”) Shaw (53)
Plant Manager

Glen has over 30 years' operational and managemeant experience in metailurgy, including nine years at various oper a‘éons
within the Metorex Group of companies as ptant superintendent, gold plant manager and metailurgical sup untcm nt {
Graphtan). Prior to joining Afgem, Glen worked at Barbrook Gold Mine, Falconbridge and Havelock Asbestos Mines Limit cd.

Gordon McCormack (36)
Underground Manager

Gordon began his carser as a frainee miner in 1884, During the 15 years he has spent in the industry, he has asquired
considerable hands-on experience in every aspect of underground mining management, including formal training up to mins
oversaer level, Gordon's experience includes rock blasting, shaft sinking and shait construction, loss contrel, staff training
and development. Prior to oining Afgem, he was with Ermele Mines and Bosveld Mines.

Trading Division

Richard John Beek (28) B.Bus. S¢. {Hons) (Finance) G.G. (GIA)
Divisicnal Manager

Richard is a graduate gemmologist of the C ological Institute of America. He has fiva years’ experience in the gemstone

industry, one of which was spent in the He has a strong accounting and finance background, and has worksd at

Investec Securities, marketing South Afncan equities internationally. Richard has extensive working knowladge of all aspacts
! |

H

of the gematone business, particularly purchasing, grading and the pricing of rough gemstones,
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5.3 Appointment, qualification, remuneration and borrowing powers of directors
(2(b)(c) (e), 17¢c) [7.A.12, 7.B.3, 7.B.4, 7.B.5, 7.B.6, 7.B.14]
The relevant provisions of the articles of association of Afgem and its subsidiaries concerning the appointment, term of
office, qualification, remuneration and borrowing powers of the directors of the Afgem Group are contained in Annexure 5 to
this prospectus.
The forecast total aggregate remuneration and benefits to be paid to the executive and non-executive directors of Algem for
the year ending 28 February 2001 and the actual amounts paid for the year ended 29 February 2000 are as follows:
2000 2001
R ‘000 R *000
Executive
Salaries and benefits 600 1800
Non-executive
Fees - 60
Save for their future participation in Afgem's share incentive scheme, there will be no variation in the remuneration receivable
by any of the directors as a consequence of the listing of Afgem.
Each executive director has entered into a service agreement with Afgem, which restrains him from engaging, directly or
indirectly, in any competing business internationally. The restraints continue for so long as the executive director is employed
by Afgem and for a period of two years from the date of termination of employment.
No payment has been made to any of the directors or to any entity in which they are beneficially interested in the three years
preceding the date of this prospectus to induce them to become directors or for services rendered by them in connection
with the promotion or formation of Afgem.
5.4 Interests of directors (17(a)(h))[7.B.13, 7.B.15, 7.B.16]

Upon completion of the private placing, the interests of directors in Afgem’s ordinary share capital are reflected below:

Director Beneficial Non-beneficial

Direct Indirect Direct Indirect
M J Nunn 38 386 620 18 750
M Shein 3 839 692
D R Cunningham 1 006 787

There has been no change in the directors’ interests since the end of the previous financial year end and the date of
this prospectus. ‘

M J Nunn has an equity interest in Micofin, the corporate adviser to the listing of Afgem. The directors have no material
interests in any transactions entered into by Afgem during the current or preceding three financial years and which remain in
any respect cutstanding or unperformed and which are or were unusual in their nature or significant to the business of Afgem.

C H Boulle is a partner at HR Lavin, Attorneys, Notaries and Conveyancers, the legal adviser to the listing of Afgem.

No payment has been made to any director or to any company in which he is beneficially interested, directly or indirectly, or

of which he is a director, or'to any partnership, syndicate or other association of which he is a member in the three years
preceding the date of issue of this prospectus either to induce him to become or to qualify him as a director or otherwise for :
services rendered by him or by any of the aforementioned entities in connection with the promotion and formation of Afgem-
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5.5 Corporate Governance

Afgem intends to comply with the recommendations of the King Report on Corporate Governance with respect to, inter alia,
the ratio of executive to non-executive directors. Afgem has established a remuneration committee and an audit committee.

In addition, Afgem practises a participative relationship with its employees and is committed to the creation of a climate of
employment equity as a strategic priority, together with the training and development of personnel, so that they are able to
meet their maximum potential.

The board recognises the need for a suitably qualified and highly regarded non-executive chairman. In the interests of

compliance with the recommendations ofithe King Report, Afgem is actively exploring suitable options. The position will be
filled at such time that a suitable candidate is found.

6. MAJOR SHAREHOLDERS [7.A.28, 7.A.28]

As at the date of publication of this prospectus, the only shareholders holding 8% or more of the issued share capital of
Afgem are as follows:

’ Shareholder Number of shares Percentage held
M J Nunn 38 396 922 38.4%

l iDC 29 451 851 27.9%

7. SHARE CAPITAL
(6 (a)i)ii), 8(a)(c), 10,11 and 20( )) [7A4, TAB(b)(c), 7A7, 7A8, 7A9, TA10, 7C.2(), 72C6, 7C.17, 7D.1 (c )]

7.1 Share capiial and alterations

The authorised and issued share capital of Afgem is as follows:

- R
Authorised
250 000 650 ordinary shares of 0, 001 cen s each 2 500
Issued after the private placing
135 820 182 ordinary shares of 0,001 cents sach 1358
Share premium (befere the sxpensss of the private placing and afier the listing) 143 833 764
Unissued )
114 172 818 ordinary shares of 0,001 cents sach
The un °‘,ued ordinary shares are and will rernain under the controi of the directors until the next annual general mseting,
subject to the provisions of Sections 221 and 222 of the Act and the JSE Listings Requiraments, Thﬂ direciors have been
given a generai authority to issue ordinary sharss for cash until fh nexi anpual ganeral m t ng in terms of the J3E Listings
Requirements. This authority is currently subject to certain constra mmudam the following:
- the ordinary shares must be issued to public shareholdaers;
- ihe aggregaie issues in any ona financial year may not exceed 10% of the issued ordinary share capital, or in any 36
month period, 18% cf the issuad ordinary share capm" and
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the maximum discount at which the ordinary shares may be issued is 10% of the weighted average traded price of the
ordinary shares over the 30 days prior to the date that the price of the issue is determinad or agreed to by the directors
of Afgem.

The directors have been given the authority to buy back the Company's shares, subject to the Listings Requirements of the
JSE. The JSE Listings Requirements currently require, inter alia:

the repurchase of securities is implemented on the JSE “cpen market”;

the Company is authorised thereto by its articles;

the Company is authorised by shareholders in terms of a special resolution of the Company, in general meeting, which
authority shall only be valid until the next annual general meeting, provided it shall not extend beyond 15 months from the
date of the resolution;

the general repurchase is limited to a maximum of 10% of the Company's issued share capital of that class at the time
the authority is granted;

repurchases must not be made at a price more than 5% above the weighted average of the market value for the
securities for the five business days immediately preceding the repurchase; and

a paid press announcement containing full details of such acquisition will be published as soon as the Company has
acquired shares constituting, on a cumulative basis, 3% of the number of shares in issue prior to the acquisition.

The necessary resolutions by virtue of which the ordinary shares have been created or issued, have been passed.
All of the authorised and issued shares in the Company are of the same class and rank pari passu in every respect.

Any variation of rights aftaching to the shares will require the consent of shareholders in general meeting in accordance with
the articles of association of Afgenm.

In accordance with Afgem’s articles of association, at any general meeting every shareholder present in person or by proxy
(or, if a body corporate duly represented by an authorised representative} shall have one vote on a show of hands, and on a

poll every shareholder present in person or by proxy shall have one vote in respect of each share held.

No offer has been made to the public for the subscription or the sale of shares in Afgem during the three year period
preceding the date of this prospectus.

At the date of the issue of this prospectius, Afgem has no outstanding loan capital.
None of the shares of Afgem is listed on any stock exchange, other than in terms of the proposed listing.

Apart from operating leases in the normal course of business, the Afgem Group utilised no off-balance sheet financing to
fund its assets at 29 February 2000,

Alterations to the share capital of Afgem which have cccurred from the date of incorporation of the Company to the date of
this prospectus are set out below: '

the Company was incorporated on 17 April 1898 with an authorised share capital of 1 000 ordinary shares of R1 each,
of which 100 ordinary shares were issued to the subscribers to the memorandum at par;
3

on 23 November 1998, each ordinary share was sub-divided into 100 000 ordinary shares of 0,001 cents each,
resulting in an authorised share capital of 100 0G0 GO0 shares of 0,001 cents each;

on 23 November 1988, the authorised share capitai was increased from R1 000, comprising 100 000 000 ordinary
shares of 0,001 cents each, to R2 500 comprising 250 000 000 ordinary shares of 0,001 cents each by the creation of
150 000 000 ordinary shares of 0,001 cents each;

on 25 June 1989, 10 500 000 ordinary shares were issued at par to Trilateral Management Services (Proprietary) Limited; .

also on 25 June 1999, 44 500 000 ordinary shares were issued to the vendors of Montana and Rolling Stone at a
premium of 9,999 cents per share;
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also on 25 June 1989, 25 833 334 ordinary shares were issued in terms of a private placing memorandum (*PPM") at a
premium of 43,547390 cents per share;

on 15 September 1999, 14 351 848 ordinary shares were issued at a premium of 43,547330 cents per share in terms
of the PPM; and

on 18 February 2000, 232 500 ordinary shares were issued at 43,548390 cents per share to Afgem's lega! adviser for
services in terms of a prior arrangement, rendered at a premium of 43,547390 cents per share.

On date of listing the following shares will be issued which are included in the private placing of 30 402 500 ordinary shares:
?

» 340 000 ordinary shares at 400 cents per share excluding VAT to Investec Bank Limited for services rendered, with a

 one year restriction on the sale of the shares;

= 312 500 ordinary shares at 400 cents per share excluding VAT to Micolin for services rendered, with a three month
restriction on the sale of the shares;

* 1485 000C ordinary shares at 400 cents per share to discharge the obligations of the Company to the African
Development Bank in accordance with the agreement detailed in 7.2 beiow; and

= 765 000 ordinary shares at 400 cents per share to discharge the cbligations of the Company to the Eastern and
Southern African Trade and Development Bank in accordance with the agreement dzatailed in 7.2 below.

7.2 Options or preferential rights in respect of shares (10(a)(b)(d)(f)) {7.A.24 (a) (b) (f)]

Other than as specified below and in terms of the share incentive scheme, the salient features of which are set out in
Annexure 4 to this prospectus, and the agreements and the private placing mantioned below, there are no cther contracts or
arrangements, either actual or proposed, whereby any option or preferential right of any kind has besn or will be given to any
person to subscribe for any shares in Afgem other thar the agreerment betwsaen the African Development Bank and the
Eastern and Southern African Trade and Devalopment Bank (“the Banks”), MML and Afgem, in tarms of which the Banks
would, at listing, receive from Afgem US$1 500 000 worth of shares at the listing price of 400 cents per share, based on a
fixed Rand/US$ exchange rats of 8.00/1 for the mining licence ML 8/92.

Afgem has granted certain key employees options to acquire a total of 250 000 ordinary shares at a price of 100 cents per
ordinary share. The options are exercisable between 1 August 2001 and 31 August 2001.

7.3 Salient features of the share inceniive schems

The salient features of the share incentive scheme are set cut in Annexure 4 1o this prospectus.
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8. REPORTING ACCOUNTANTS’ REPORT, PROFIT HISTORY AND DIVIDEND POLICY
(6(f), 25(1)(a)(b), 25(8)(a) and 29) [7.E.3(f)]
8.1 Reporting accountants’ report
The information set out below should be read in conjunction with the reporting accountants’ report on the Afgem Greup as
contained in Annexure 1 to this praspectus.
8.2 Audited profit history (30) {7.E.3 {a), 7.E.6, 7.E.18]
The table below contains the audited results of the Afgem Group for the financial year ended 29 February 2000 as extracted
from the reporting accountants' report contained in Annexure 1 to the prospectus.
Year ended
29 February 2000
R’000
Turnover 8 528
Cost of sales 4 350
Gross margin 4176
Investment income 515
Expenses 3071
Cperating profit 1620
Finance costs 114
Profit before taxation 1506
Taxation 393
Profit after taxation 1113
Qutside Shareholders’ interest 79
Retained profit for period 1034
Weighted average number of ordinary shares in issue ('000) 70 474
Earnings per ordinary share (cents) 1.47
No adjustments have been made to the audited profit history.
8.3 Utilisation of funds [7.B.12]
The funds to be raised by Afgem in terms of this prospectus amount to R121,6 million , which will be utilised by Afgem
as follows:
R '000
To fund the expenses of the private piacing and listing 8 811
To provide working capital to the Group, other than MML 218629
To provide capital for the future development and expansion of the Afgem Grgup, other than MML 1150
To provide capital for the future development and expansion of MML 81 010
Issued to the Banks in terms of the agreements set out in paragraph 7.2 above g 000
8.4 Dividend policy (8¢) [7.C.11, 7.C.12, 7.E.7 (a}]

Pursuant to the Company’s growth objectives, its current policy is to employ its earnings into acquiring new investments. The
Company will review this dividend policy on an ongeoing basis after taking into account new investment opportunities and
available cash resources.

Should dividends be paid in future, the articles of association of Afgem provide that all unclaimed dividends may be invested
or otherwise made use of by the directors for the benefit of Afgem until claimed, provided that dividends unclaimed for a
period of not less than three years from the date on which such dividends became payable and not previously forfeited may
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10.

10.1

be forfeited by the directars for the benefit of Afgem. All entitlements to dividends below RS and fractional entitlements to
ordinary shares are to be aggregated, sold on the JSE and the proceeds thereof donated to a registered charity nominated
by the directors.

COMPETENT PERSON’S REPORT (24)

SRK, the competent person, has prepared, at the request of Afgem, a report on the financial feasibility of Afgem. The cash
flow forecasts and the income estimates are based upon the operational and economic assumptions as detailed in its CPR
set out in Annexure 2 to this prospectus.

ASSETS, LIABILITIES AND OTHER FINANCIAL INFORMATION (9(a), 25(3)(b)(c) and 31)

The information set out below should be read in conjunction with the reporting accountants’ report on the Afgem Group as
contained in Annexure 1 to this prospectus.

Balance sheeis [7.E.3 (b), 7.E.7 (b) {c)]

Set out below are the audited consolidated balance sheets of the Afgem Group at 29 February 2000 before the private
placing and after the private placing.

Audited - Pro-Forma -
Before After
29 February 2000 29 February 2000
R'000 R'000
ASSETS
Fixed assets 31 878 31 878
Non-current assets
Deferred Taxation 125 125
Current assels 11 936 115 734
Inventory 5 830 5 880
Accounts receivable 2 950 2 950
Cash and cash equivalents 3106 106 904
Total assets 43 939 147 737
EQUITY AND LIABILITIES
Equity capital and reserves
Share capital 22 025 134 823
Distributable reserves 1034 1034
Non-current liabilities
Long term liabilities 12 775 3775
Deferred taxation 149 149
QOutside shareholders' interests 3079 3 079
Current liabilities
Accounts payable and provisions 4 809 4 509
Taxation 368 3568
Total equity and liabilities 43 933 B 147 737
MNumber of shares in issue {'000") 70 474 135 857
Net asset value per ordinary share (cents} 32.72 99.24
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$10.2 Cash flow statement [7.E.3(c))

The consolidated cash flow statement of the Afgem Group for the 12 months ended 29 February 2000 is set out in
Annexure 1 to this prospectus.

10.3 Significant accounting policies, notes to the balance sheets and cash flow statement [7.E.3 (d)]

The significant accounting policies, notes to the balance sheets and the consolidated cash flow statement of the Afgem
Group for the period ended 29 February 2000 are set cut in the reporting accountants' report coniained in Annexure 1 to
this prospectus.

10.4 Adequacy of capital (22) [7.E.12, 7.E.18]

The directors of Afgem are of the opinion that:

» the Afgem Group's working capital resources after the private placing sst out in 11.2.1 will be adequate for its current
and foreseeable future requirements; and

» the ordinary issued share capital of Afgem is adequate for the purposes of the business of the Afgem Group for the
foreseeable future.

10.5 Advances and borrowings (9(a) and (b}) [7A.13, 7A.15, 7A.18, 7TA.19, 7A.20, 7A.21, TA22, 7A.23]

The liabilities of the Afgem Group arose during the normal course of business. Afgem has an unsecured long term liability
with the African Development Bank and Eastern and Southern African Trade and Development Bank (“the Banks") arising
from the purchase of the SML. The amount payable to the banks is pursuant to an agreement of sale between the banks
and MML. The balance of the purchase consideration shall be settied by the issue of shares in Afgem to the value of

US$1 500 000 at listing price, and 5% of the annual gross profit, as defined in the agreement, for 5 years subject to a
minimum payment of US$100 000 per annum commencing from the first year MML commences mining operations. Afgem -
has no loan capital outstanding. ' '

There are no advances or borrowings to or from direciors and managers of the Afgem Group or other material loans
receivable, other than those disclosed in Annexure 1.

The borrowing powers of Afgem and its subsidiaries have not been exceeded during the past three years.

10.6 Capital commitments, lease payments and contingent liabilities [7.A.17]

710.6.1 Capital commitments

As at the date of this prospecius, Afgem has no material commitments for capital expenditure.
prosp g P

10.6.2 Lease paymenis

Details of immovable property leased are set out below {7.0.6]

Owner Description of Area (m?) Date of termination Current
premises location rental(pm)

Carlson Investment 240 Commissioner Str 328 31 December 2001 R14 887

Share Block Johannesburg

(Proprietary) Limited 2001




10.7

10.6.3 Contingent liabilities

Details of contingent liabilities are contained in Annexure 1.

10.6.4 Material changes subseguent to 29 February 2000 [7.E.16]

There have been no material changes to the capital commitments, lease payments and contingent liabilities or the financial
or trading position of the Afgem Group between 29 February 2000 and the date of this prospectus other than as detailed
in Annexure 1.

Immovable property owned or leased (6 (c ))[7.D.6]

10.8

" The Afgem Group does not own any immovable property. Details of immovable property leases are set out in 10.6.2 above.

inter-group finance [7.D.7]

10.9

Details of inter-group loans are contained in Annexure 1.

Directors’ statement as to material changes (31) [7.D.4]

11.

1.1

Save as disclosed in this prospectus and in the reporting accountants’ report contained in Annexure 1 to this prospectus,
no material changes in the assets or liabilities of the Afgem Group have taken place between 29 February 2000 and the
date of this prospectus. Save as disclosed in this prospectus, the Afgem Group's business has not changed materially
since incorporation.

PARTICULARS OF THE PRIVATE PLACING AND LiSTING ON THE JSE
(18 (a), 19, 20(a), 21 and 23) [7.A.8, 5.13, 7.C.1, 7.C.2 (f), 7.C.4, 7.C.5, 7.C.6, 7.C.8]

Times and dates cf opening and closing of the private placing

The private placing will open at 08h00 on Thursday, 27 July 2000 and will close at 12h00 on Tuesday. 1 August 2000,

The private placing

11.3

11.2.1 The board of directors of Afgem has resolved that a iisting of Afgem will, subject to JSE approval, be obtained
through a private placing for subscription of 30 402 500 ordinary shares of 0,001 cents sach at a subscription
price of 400 cents per share, to raise R121,6 miltion, The minimum number of shares that must be placed, in
the opinion of the directors, is 18 750 000.

11.2.2 30 402 500 ordinary shares of Afgem are being offered to selected institutions, investors and advisers at an
issue price of 400 cents per ordinary share, Application in terms of this prospectus must be made on the
application form that is attached to this prospectus.

11.2.3 The directors of Afgem reserve the right to accept or refuse any application, either in whole or in part, or to
accept some applications in full and others in part, or to abate any or all applications in such manner as they

may determine, in their sole and absolute discretion, subject to the approval of the JSE.

11.24 At least 30% of the private placing will be offered to the sponsoring broker, which will in turn offer a reasonable
proportion of this allocation to other broking members.

Applications and completion of application forms

11.3.1 Applications may be made only on the attached application form. Photocopies or other reproductions will
be rejected.
11.3.2 Applications are irrevocable and may not be withdrawn once received by the transfer secretaries.
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11.3.4

11.35

11.3.5

11.3.6

11.3.7

11.3.8

Application forms must be completed in accordance with the provisions of this prospectus and the instructions
set out on the relevant application form.

Payment may only be made by cheque or banker's draft. Postal orders, cash or telegraphic transfers will not be
accepted. The cheque or banker's draft must be attached to and submitted with the relevant application form,
Cheques must be crossed, marked "non-transferable” and made payable in favour of "Afgem Offer". Money held
in "blocked Rand” accounts may be used to apply for shares subject to paragraph 11.7 below.

Application forms together with payment must be lodged with:

Computershare Services Limited
1st Floor, Edura

41 Fox Street

Johannesburg, 2001

or posted at the risk of the applicant concerned to:

Computershare Services Limited
P O Box 61051
Marshalltown, 2107

s0 as to be received by not later than 12h00 on Tuesday, 1 August 2000.

Applicants are advised to take into consideration postal delivery times when posting applications, as no
late postal deliveries will be accepted.

Each envelope should contain one application form and must be clearly marked “Afgem Offer”.

No receipts will be issued for applications and remittances and applications will only be regarded as complete
when the relevant cheque/banker’s draft has been paid. All cheques/banker's drafts will be deposited
immediately on receipt by the transfer secretaries. Should any cheque or banker's draft be dishonoured, the
directors may in their absolute discretion regard the relevant applications as revoked or take such other steps
in regard thereto as they may deem fit.

Each application will be regarded as a single application except one received from a nominee company.
Applications received from nominee companies must state the number of principals covered by the application in

the appropriate biock on the relevant application form and must be completed in the manner prescribed thergin.

Applications must be for a minimum of 100 shares and in multiples of 100 shares thereafter.

11.4 Acceptance conditional on a listing

Subject to a spread of shareholders acceptable to the JSE, the Committee of the JSE has granted a listing, in terms of
Section 169 of the Act, from Tuesday, 8 August 2000 of 135 820 182 ordinary shares of 0,001 cents each or 127 070 182
shares in the event of achieving a minimum subscription of 18 750 000 shares, which will be the entire issued ordinary
share capital of Afgem after the private placing. The listing will be under the abbreviated name “Afgem” in the “Diamonds:
Mining Resources” sector of the JSE list. Application has been made to the JSE for the renaming of the “Diamonds: Mining
Resources” sector to “Diamonds and Gems: Mining Resources” sector.

11.5 Application monies

11.51

11.5.2

The amount due on application is payable in full on application in the currency of South Africa.

All monies received in respect of applications will be held by the transfer secretaries pending fulfilment of the
conditions set out in paragraph 11.4 above.
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11.5.3 if the conditions set out in paragraph 11.4 above are not fulfiled, or in the event of unsuccessful or partly
successful applications, application monies will be refunded by the transfer secretaries, by cheque (crossed
“non-transferable”) drawn on a Johannesburg bank in South African currency, postad by ordinary mail, at the
risk of the applicant, on or about Tuesday, 8 August 2000. Interest will not be paid on monies refunded.

11.6 Issue of shares

11.6.1 All shares issued in terms of this prospectius will be allotted subject to the provisions of Afgem’s memorandum
and articles of association and will rank pari passu in all respects, including ranking for dividends, with the
existing issued shares of Afgem.

]
- 11.8.2 Afgem will use the “certified transfer deeds and other temporary documents of title” procedure approved by the
JSE and only “block” certificates will be issued for the shares allotted in terms of this prospectus.

11.8.3 Share certificates will be posted by registered post to each applicant, at the applicant’s risk on or about
Tuesday, 8 August 2000.

11.8.4 Share certificates will be posted to the address shown on the relevant application form. No contrary instruction
will be accepted. Afgem and the transfer secretaries accept no liability for share certificates that may be lost in
the post. No request for the issue of replacement share certificates will be considered before Tuesday, 22
August 2000, and thereafter only in writing and accompanied by an indemnity, the cost of which will be borne
by the shareholder concerned.

11.7 Exchange Control Regulations

The following summary is intended as a guide and is therefore not comprehensive. If applicants are in any doubt hereto, they
should consult their professional adviser.

11.71  South African Exchange Control Regulations

11,711 A former resident of the common monetary area who has emigrated from South Africa may use blocked Rand
to purchase ordinary shares in terms of this prospectus.

11.7.1.2 All payments in respect of subscriptions for ordinary shares by non-residents using blocked Rand must be
made through an authorised dealer in foreign exchange.

11.7.1.8 Ordinary share certificates issued in respect of ordinary shares purchased with blocked Rand in terms of this
prospectus will be endorsed “non-resident” in accordance with the Exchange Control Regulations of Scuth
Africa. Share certificates will be placed under the control of the authorised dealer through whom the payment
was made.

11.71.4 if applicable, refund monies payable in respect of unsuccessful applications for ordinary shares in terms of this
prospectus, emanating from blocked Rand accounts, will be returned, in terms of the South African Exchange
Control Regulations, to the authorised dealer administering such blocked Rand accounts for credit of such
applicants' blocked Rand accounts.

11.7.2  Applicanis resident oulside the common monetary area

11.7.21 A person who is not resident in the common monetary area should obtain advice as to whether any
governmental and/or other legal consent is required and/or whether any other formality must be observed to
snable a subscription to be made in terms of the private placing.

11.7.2.2 This prospectus is not an offer in any area of jurisdiction in which it is ilegal to make such an offer. in such
circumstances, this prospectus and the application form are sent for information purposes only.

11.7.2.3 All share ceriificates issued to non-residents of South Africa will be endorsed “non-resident” in accordance
with the Exchange Control Regulations of South Africa.

51 African Gem Resources Limited Prospectus




Part til Prospectus

12.

13.

14.

15.

16.

17.

EXPENSES OF THE PRIVATE PLACING AND LISTING (15) [7.B.12]

The expenses of the private placing and the listing are estimated at R8 811 258 and include inspection fees of R19 996
and a listing fee of R93 364 payable to the JSE. The balance of the estimated expenses relate to printing, publishing and
distribution costs of R188 800, fees payable to professional advisers of R3 980 000, placing fees of R2 750 000, stamp
duties of R304 025 and a contingency for other costs of R1 475 103. All expenses will be for the account of Afgem, will be
paid out of the proceeds of the private placing and will be set off against the share premium account.

MATERIAL CONTRACTS (12 (a)(b)(c) and 16(a))[7.F.1, 7.D.9, 7.D.10, 7.H.7

The material contracts which have been entered into by the Afgem Group during the two years immedialely preceding the
date of this prospectus, other than in the ordinary course of business, are detailed in Annexure 8.

13.1. Afgem has not entered into any promoters’ agreements during the three years immediately preceding the date
of this prospectus.

13.2. Save for the private placing fees payable in terms of paragraph 12 above, no commission or consideration has
been paid by Afgem during the three years immediately preceding the date of this prospectus.

LITIGATION STATEMENT [7.D.11]

There are no legal or arbitration proceedings which had a material effect, or have had during the 12 months preceding the
date of this prospectus, a material effect on the financial position of the Afgem Group and Afgem is not aware of any such
pending or threatened proceedings.

YEAR 2000 COMPLIANCE

The Year 2000 problem had no impact on the businesses of Afgem and no problems were encountered.

DIRECTORS’ RESPONSIBILITY STATEMENT [7.B.17]

The directors of Afgem, whose names are given in paragraph 5.1, collectively and individually accept full responsibility for the
accuracy of the information given and certify that, to the best of their knowledge and belief, no cther facts have been omitted
from this prospectus which wouid make any statement herein false or misleading and that they have made all reasonable
enquiries to ascertain such facts and that this prospectus contains all information required by law.

REGISTRATION OF THE PROSPECTUS [7.C.9]

An English copy of this prospectus was registered in terms of Section 155(1} of the Act by the Registrar of Companies in
Pretoria on Thursday, 20 July 2000, together with : $

17.1 the written consent of the attorneys, investment house, sponsoring broker, competent person, corporate adviser
and transfer secretaries named in the corporate information section of this prospectus to act in the capacities
stated and to their names being stated in this prospectus, none of these consents having been withdrawn prior
to registration;

17.2 the written consent of KPMG Inc. Chartered Accountants (SA), 1o the inclusion in this prospectus of its report in
the form and context in which it appears, which consent likewise had not been withdrawn prior to registration;

17.3 the written consent of Professor Reyne Scheepers from Stellenbosch in the form and context in which it
appears, which consent likewise, had not been withdrawn prior to registration;
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17.4 the written consent of SRK, to the inclusion in this prospectus of its report in the form and context in which it
appears, which consent likewise had not been withdrawn prior to registration; and

17.5 a copy of each of the agreements referred to in paragraph 13 above under the heading “"Material Contracts”,
required to be lodged in terms of Section 152 (1) of the Act.

The prospectus is issued in compliance with the provisions of Section 145 (1) and 148 (1) {(a) of the Act. The relevant

number of each of the paragraphs of Schedule 3 of the Act, which applies to this prospectus, is given in brackets in the
appropriate heading.

PARAGRAPHS OF SCHEDULE 3 TO THE ACT WHICH ARE NOT APPLICABLE (50)

The following paragraphs of Schedule 3 to the Act are not applicable: 1(b), 2(d}, 6(d}, 6(e){ii), 6(g), 6{h), 8(b), 8(d), 9(b),
10(c)(e), 12(d}(e), 13,-14, 16(b), 18(b), 20(b), 21 (a}(i)ii}), 21(b), 25(2), 26, 27, 28, 30 and 32 to 48.

DOCUMENTS FOR INSPECTION (16(a)) [7.G.1]

Copies of the following documents will be available at Afgem’s registered office, at any time during business hours from
Thursday, 27 July 2000 to Tuesday, 8 August 2000:

19.1 the memoranda and articles of association of the Afgem Group;
19.2 the audited financial statements of Afgem for the financial year ended 29 February 2000;
19.3 the signed copy of the report of KPMG Inc. Chartered Accountants (SA), dated 14 July 2000 which is

included as Annexure 1 to this prospectus ;

19.4 the signed copy of the CPR of SRK, dated 14 July 2600, which is included as Annexure 2 to this prospectus;
19.5 the share incentive scheme;
19.8 the written consent of KPMG Inc. Chartered Accountants (SA), to the publication of its report dated

14 July 2000 and references thereto in the form and context in which it is included in this prospectus;

19.7 the written consent of SRK, to the publication of its CPR dated 14 July 2000 and references thereto in the
form and context in which it is included in this prospectus;

19.8 the written consents of the attcrneys, commercial bank, investment house, sponsoring broker, corperate adviser
and transfer secretaries named in the corporate information section of this prospectus and Professor Reyno
Scheepers of Stellenbosch to act in those capacities;

19.9 the options which were granted to certain key employses to acquire 250 000 ordinary shares at a price of
100 cents per ordinary share;

19.10 the material contracts referred to in paragragh 13 of this prospectus;
18.11 the service agreements referred o in paragraph 5.3 of this prespectus; and
18.12 the Special Mining Licence No. SMLB/92 issued to MML,

Signed in Johannesburg by or on behalf of all the directors of Afgem

M J Nunn M Shein D R Cunningham S Mkhize A Bekker C H Boulle
17 July 2000
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INDEPENDENT REPORTING ACCOUNTANTS’ REPORT (25(1) (b))

“The Directors

African Gem Resources Limited
Private Bag X1

Excom 2023

14 July 2000

Dear Sirs

Independent Reporting Accountants' Report on the African Gem Resources Limited Group

1 INTRODUCTION

At your request, and for the purposes of complying with the Johannesburg Stock Exchange (*JSE") Listings Requirements and
inclusion in the Prospectus of African Gem Resources Limited (“Afgem”), we have compiled the information as set out below,

The Board of Directors of Afgem have resolved to privately place 30 402 500 ordinary shares of 0.001 cents each (“the private

placing") and have agreed to the subsequent listing of the entire issued share capital of Afgem, being 135 820 182 ordinary shares -
of 0.001 cents each on the “Diamonds: Mining Resources” sector of the JSE list on 8 August 2000.

2 HISTORY AND ACQUISITIONS

Afgem (Registration number 1998/007292/06) was incorporated in the Republic of South Africa on 17 April 1998 as African Gem.
Resources (Proprietary) Ltd, It converted to a public company on 14 September 1968.

2.1 Acquisitions made by Afgem since incorporation

Afgem has made the foliowing acquisitions since incorporation:

+  100% of the share capital of African Gem Marketing (Proprietary) Ltd (*Afgem Marketing”). Afgem Marketing,
(registration number 1998/0024798/07) was incorporated on 10 December 1988 in South Africa. Afgem acquired
Afgem Marketing as a shelf company with effect from 11 December 1898. The company remained dormant until
1 March 1899 when it acquired two businesses as detailed below;

*  75% of the share capital of Merelani Mining Limited (“MML"}) (registration number 35046}, MML was incorporated on 22
October 1998 in Tanzania as Mererani Mining Limited. The name was changed to Merelani Mining Limited on 24 June
1899. MML remained dormant from the date of incorporation until the acquisition by Afgem. MML acquired certain
assets and the mining licence from Graphtan Limited (“Graphtan”) with effect from 1 July 1999; and "

«  100% of Afgem Inlernational Limited (“Afgem International”) (registration number 332748) which was incorporated in the
British Virgin Islands ("BVI") on 6 July 1999. Afgem was the scle subscriber to the memorandum and articles of Afgem

international on incorporation. ¢

2.2 Acquisitions made by Afgem Marketing, a wholly owned subsidiary of Afgem, since incorporation |

Afgem Marketing has made the following acquisition from the date of incorporation:

+  the business as a going concern and certain assets and liabilities of The Montana Precious Group (Proprietary) Limited
{(*Montana”), (registration number 1893/002376/07) with effect from 1 March 1999.

Montana acquired the business and certain assets of Rolling Stone Marketing CC ("Rolling Stone”) (CK No 93/051 15/23),
a going concern, with effect from 1 March 1999 and this business was on-sold and inciuded in the sale of the business»and
certain assets of Montana to Afgem Marketing. ‘




'3 DIRECTORS’ RESPONSIBILITY

;The directors of Afgem are responsible for the preparation of the prospectus to which this report relates and the information
_contained therein, and for the financial information from which the accountants’ report has been prepared.

 4 SCOPE AND BASIS OF PREPARATION

Trading results )

Results for the year ended 29 February 2000

We have extracted, without adjustment, the historical audited results of the Afgem Group for the year ended 29 February
2000 from the audited annual financial statements.

Results for the periods 28 February 1996 to 1999

MML was dormant until it acquired certain of the assets and mining licence of Graphtan with effect from 1 July 1996.
Graphtan was previously a graphite mining company and we have, therefore, not extracted the profit history relating to the
assets and mining licence acquired as MML is engaged in the mining of tanzanite,

Afgem International was incorporated on 6 July 1999 and, therefore, does not have trading results for periods prior to the
year ended 29 February 2000.

Afgem Marketing acquired the business and certain fixed assets and inventory of Montana with effect frem 1 March 1999,
Separate accounting records of sales by product were not historically maintained by Montana and Rolling Stone. We were,
therefore, unable to extract the profit history relating to the inventory items acquired by Afgem Marketing for the periods prior
to the year ended 29 February 2000.

<4;2 Balance sheet

The balance sheet as at 29 February 2000 was extracted from the audited financial statements of Afgem for the year endad
29 February 2000.

A comparative balance sheet has not been provided, as the Afgem Group was not in place as at 28 February 1999.

Cash flow statement

The cash flow statement as at 29 February 2000 was extracted from the audited financial statements of Afgem for the‘year
ended 29 February 2000.

A comparative cash flow statement has not been provided, as the African Gem Group was not in place as at 28 February 1999,

AUDIT SCOPE AND OPINION

African Gem Resources Limited

We have acted as auditors to the Afgem Group for the year ended 29 February 2000. Qur audit was conducted in
accordance with statements of South African Auditing Standards. These standards require that we plan and perform the
audit to obtain reasonable assurance that the historical financial information is free from material misstatement. We believe
that our audit provides a reasonable basis for our opinion and we have reported on the financial statements for the year
ended 29 February 2000 without qualification.
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Annexure 1

6. ACCOUNTING POLICIES OF THE AFGEM GROUP

The annual financial statements and group annual financial statements have been prepared on the historical cost basis and in
accordance with generally accepted accounting practice and in terms of the requirements of the Companies Act.

The principal accounting policies are as follows:

Basis of consclidation

The group financial statements incorporate the assets, liabilities and results of the operations of the company and all its
subsidiaries. The results of subsidiaries acquired or disposed of during a financial year are included from the effective dates
of acquisition or to the effective dates of disposal, as appropriate. All significant inter-company transactions have been
eliminated on consolidation.

Investments in subsidiaries, classified as long-term assets, are carried on the balance sheet at the lower of cost and
directors’ valuation. The directors’ valuation of unlisted investments in subsidiaries is calculated based on expected returns

or underlying net asset value as deemed appropriate in each case.

Foreign investments

The foreign subsidiaries are determined to be integrated foreign operations. Transactions and resulting non-morietary items
are translated at the exchange rates ruling when the transactions occurred. Income statement items are transiated at the
appropriate weighted average exchange rates for the period. At year end, monetary items are translated at the ruling
exchange rates at the balance sheet dates. Translation gains and losses are taken to income for the period.

Fixed assets and depreciation

Pre-production expenditure

Feasibility, development, exploration and all other costs relating to the development of the mine are capitalised until
commercial production commences. Certain administration costs incurred in the holding company have also been capitalised
to pre-production expenditure. When commercial production commences, these costs will be amortised over the life of the
mine on a unit-of-preduction method.

Mining assets, furniture and fittings and other equipment

Depreciation is provided on the straight line method on the cost of assets over their estimated useful lives. No depreciation
is provided on certain mining assets while the group is in a pre-production phase.

Mining licence and surface buildings

Depreciation is provided on the straight line method over the period which the licence has been granted. No depreciation is
provided while the group is in a pre-production phase.

Trademarks s
Trademarks are recognised at their historical cost and amortised over their usefu! lives. . ‘» K
Research and development

Research and development expenditure is capitalised and written off over the period in which related future economic
benefits are recognised. These costs are recognised only to the extent that they do not exceed the amount, net of

anticipated related expensss, that is probably recoverable from related future economic benefits.

Foreign currency transactions

Transactions denominated in foreign currencies are translated at the rates of exchange ruling at the transaction date.
Monetary assets and liabilities in foreign currencies are converted at the rates of exchange ruling at the balance sheet datg.
Any foreign exchange gains or losses are dealt with in the income statement in the year in which they arise. '




inveniories

Stock of rough tanzanite mined during the bulk sample is carried at lower of cost and net realisable value. Cost includes
direct mining costs and an appropriate portion of pre-production expenditure capitalised in the ratio that current production
bears to total estimated production over the life of mine.

Materials and supplies are carried at lower of cost and net realisable value.
Finished goods inventory is carried at lower of cost and net realisable value. Cost comprises all costs of purchase,

conversion and other costs incurred in bringing the inventory to its present location and condition, and an appropriate
allocation of overheads.

- Deferred taxation

Deferred taxation is provided using the liability method on the comprehensive basis. Deferred taxation in terms of which the
tax effects of all timing differences are accounted for represents the potential future fiability or asset for taxation in respect of
income and expenditure which are recognised for taxation purposes in periods different from those in which they are brought
to account in the financial statements. Where the tax effects of timing differences give rise to a deferred tax asset, the asset
is recognised only if there is reasonable assurance that future taxable income will be sufficient to allow the tax benefit of the
loss to be realised.

Environmental rehabifitation

The group has recorded a provision for environmental liabilities based on management’s estimates of these costs. Such
estimates are subject to adjustment based on changes in laws and reguiations and as additiona! information becomes
available. Estimated future costs wifl be charged against earnings over the estimated remaining life of mine.

Comparative figures

Comparative figures have not been orovided for the group as it did not trade for the previous financial period. No
comparative income statement or cash flow statement for the company has been prepared as the company did not trade
during the previcus financial period.

Revenue

Revenue of the group includes proceeds from the realisation of tanzanite mined during the bulk sample.
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7.

71

FINANCIAL INFORMATION REGARDING THE AFGEM GRGOUP

Audited results

The unadjusted audited results of the Afgem Group and Company for the year ended 29 February 2000 are presented below:

Revenue

Cost of sales

Gross profit

Net foreign exchange {loss)/profit
Pre-production expenditure

Operating expenses

Operating {loss)/income

Interest received on cash and cash equivalents
Pre-production expenditure capitalised
Finance costs

Net income before taxation

Taxation

Retained earnings after taxation

Qutside shareholders’ interest
Income attributable to ordinary shareholders

Earnings and headline earnings per ordinary share (cents)

Note Group Company
R R

8 525 852

4 349 827

4176 025
751 (139 034) 552123
7515 (1114 778) -
(2 831 040) {420 759)
751 (8 827) 131 364
514 660 497 188
7.5.4 1114 778 -
(114 633) {19 200)
1 505 978 8038 352
75.2 392 989 182 992
1112989 4286 360
79 283 -
1033706 426 360

7.5.3 1,47




. 7.2 Balance Sheets

The consolidated audited balance sheet of the Afgem Group as at 28 February 2000 and the audlted balance sheets of the
Company as at 28 February 1999 and 29 February 2000 are presented below:

Note Group Company
2000 2000 1999
R R R
Assets
4

Fixed assets 7.5.4 31 878 552 47 038 ~
Non current assets 124 533 22 031 072 100
Deferred taxation 75.11 124 533 - -
Interest in subsidiaries ‘ 7.5.7 - 22 031 072 100
Current assets 11 936 075 1 571 833 -
Inventory 75.8 5 879 520 - -
Accounts receivable 7.5.9 2950418 143 145 -
Cash and cash equivalents 3106 137 1428 688 -
Total assets 43 839 160 23 649 943 100
Equity and liabilities
Capital and reserves
Ordinary shareholders’ interest 23 058 828 22 451 482 100
Outside shareholders' interest 30738 283 - -
Non current liabilities 12 924 200 149 200 -
Deferred taxation 7.5.11 149 200 149 200 -
Long term liability 7512 | 12175000 - -
Environmental rehabilitation provision 7.5.13 600 000 - -
Current liabilities 4 876 849 1049 261 -
Accounts payable 7.5.14 4 508 527 1015 468 -
Taxation 368 322 33 792 -
Total equity and liabilities 43 939 160 23 649 943 100
Net asset value per share including intangibles {cents) 7.5.23 32.72
Net asset value per share excluding intangibles {cents) 7.5.23 32.71
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7.3 Statement of changes in equity

Company

Balance at beginning of year
Ordinary shares issued

Share issue expenses written off
Retained earnings after taxation
Balance at end of year

Group

Balance at beginning of year
Ordinary shares issued

Share issue expenses written off
Retained earnings after taxation
Balance at end of year

Note

75.10

75.10

Ordinary Share Retained
share capital premium earnings Total
R R R R
100 - - 100
g54 22 050 401 - 22 051 385
- {26 333) - {26 333)
- ~ 426 360 428 360
1054 22 024 068 426 360 22 451 482
100 - - 100
954 22 050 401 - 22 051 355
- (26 333) - (26 333)
- - 1033 7056 1 033 706
1 054 22 024 068 1 033 706 23 058 828




74 Cash flow statements

The audited Afgem Group and Company cash flow statements for the year ended 29 February 2000 are presented below:

Note

Operating income/(loss) before working capital changes 7.5.16

Establishment of working capital '

Increase in inventories

Increase in accounts receivable

Increase in accounts payable 7.5.17

Cash (utilised)/generated by operations

Interest received
Finance costs
Net cash (outflow)/inflow from operating activities

Cash flows from investing activities

Investment to expand operations

Net additions to fixed assets 7.5.19
Acquisition of shares in subsidiaries

Loans to subsidiaries

Net cash outflows from investing activities

Cash flows from financing activities

(o]

Long term liability raised
Proceeds from issue of shares

1 83
s ta
(SR

s

Net cash inflows from financing activities
Cash and cash equivalents

Net increase for the year
At the beginning of year

At end of year

Group Company

R R

1282 452 (413 127)
(5 879 520) -
(2 850 418) (143 145)
4 055 390 1015 469
{3492 086) 459197
514 660 497 188
(114 633) (18 200)
(3092 069 937 185
(27 825 8186) (54 670)
- (923)

(21 477 925)

(27 826 916}

(21533519

12 0C0 0G0 -
22 025 022 22025022
34 925 022 22025022
3106 037 1428 688
100 -

3106 137 1428 683
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7.5 Notes to the trading resuits, balance sheets, and cash flow statements

Note Group Company
R R
7.5.1 Operating (loss}/income
Operating (loss)/income is arrived at after taking into account -
Auditors remuneration 333104 305 775
- fees 383104 305 775
Less: capitalised to pre-production expenditure 7.5.15 (50 000) -
Depreciation 100 487 7632
Depreciation of fixed assets 523 623 7632
Less: capitalised to pre-operating expenditure 75.4 (423 136) -
Net foreign exchange {loss)/profit (139 034) 552 123
Profit on foreign exchange - unrealised 552123 £52123
Loss on foreign exchange - realised (63 020} -
Loss on translation of foreign subsidiary {628 137) -
Directors' emoluments 90 000 90 000
Executive services 729 360 90 000
Less: paid by subsidiaries (639 360) -
7.5.2 Taxation
Group Company
R R
South African normal taxation
~ current 368 322 33792
— deferred tax liability 149 200 149 200 i
— deferred tax asset (124 533) - '
‘ 392 989 182992 ;
Reconciliation of tax rate Group Company - i
% % -
Current years’ charge as a percentage of income before taxation 26,10 30,03
Group income not subject to taxation ‘ 3,93 = e
Disallowed expenditure (0,03) (0,03)
Standard tax rate 30,00 30,00

75.3 Earnings per share

The calculation of earnings per ordinary share is based on net income attributable to ordinary shareholders of R1 033 705  B
and a weighted average of 70 473 827 ordinary shares in issue during the year.




7.5.4 Fixed assets
Company

Computer equipment

Furniture and fittings

Trade marks

Research and development costs capitalised

Group

Mining assets, furniture and fittings
and other equipment
Mining equipment

Motor vehicles

Computer equipment
Office equipment

Cutting equipment
Furniture and fittings
Armoury

Earthmoving equipment
Photographic equipment
Radio equipment

Surface buildings

Plant and machinery
Water tanks
Gemmological instruments

Mining licence
Trade marks

Research and development costs capitalised

Assets acquired

Depreciation rate
%

33,3
16,7
20,0
20,0

25,0
20,0
33,3
16,7
250
16,7
25,0
25,0
33,3
25,0

8,3
25,0
25,0
25,0

83

20,0
20,0

Cost Accumulated  Carrying value
depreciation

R R R

32312 (7 478) 24 834

1233 (154) 1079

9125 - 9125

12 000 - 12 000

54 670 (7 632) 47 038

2 631 334 (109 478) 2521 856

605 665 (3 000) 602 6865

84 591 {23 507) 61 084

20 036 (4 000) 16 036

292 662 - 292 662

113 633 (10042} 103 591

38 085 - 38 085

1 338 443 - 1338 443

1 050 - 1050

59 597 - 59 597

9114 886 - 9114 886

7 721 973 {361 782) 7 360 191

27 917 - 27 917

51 6§72 (11 814) 39 858

22 101 544 (523 823) 21577 921

3 000 000 - 3 000 000

9125 - 8125

12 000 - 12 000

21125 - 21125

25 122 868 (523 623) 24 539 046

85 African Gem Resources Limited Prospectus




7.5.4. Fixed assets (continued)
Note Cost Accumulated Carrying value
depreciation e
Group R R R

Pre-production expenditure

Audit fees 31750 - 31 750
Consulting fees 76 434 - - 76 434
Container transport 113 575 - 113575
Depreciation 751 423 136 - 423 136
Development costs 3802610 - 3802610
Director's remuneration 39 687 - 39 687
Head office expenditure capitalised 7.5.15 1114778 - 1114 778
Insurance 143 992 - 143 892
Legal 10 954 - 10954
Rent 28 575 - 28 575
Repairs and maintenance 434 511 - 434511
Royalties 97 021 - 97 021
Salaries 301 352 - 301 352
Staff costs 276 910 - 276 210
Sundry costs 313 080 - 313080
Travel and accommodation 450 818 - 450818
7 659 183 - 7 659183
Less: allocation to bulk sample inventory (379 677) - (379 677)
Pre-production expenditure 7 279 506 - 7 279 506
Total assets 32 402 175 (523 623) 31 878 552

7.5.5 Research and development

The company is in the process of designing and developing a machine to view laser markings on gemstones.
7.5.6 Trademarks

The name "Trueblue” has been registered as a trademark by the company.

No depreciation has been provided on trademarks and research and development as expenditure was incurred only at the o
end of the year. S
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75.7 Interest in subsidiaries Issued share Percentage
capital holding
R R %o

African Gem Marketing (Proprietary} Limited

Shares at cost 100 100 100
Loan 4 743 236

4743 336

Merelani Mining Limited (incorporated In Tanzania)
Shares at cost 288 326 88"
Lean 15 386 157

15 396 445

* Subsequent to the year end additional shares were issued
to Tanzanian nationals reducing the invesiment to a 75% holding.

Afgem International Limited (incorporated in
the British Virgin Isiands)
Shares at cost 635 835 100
Loan 1890 656
1891 291

Total shares at cost 1023
Loans 22 030 048
22 031 (72

All the above loans arg unsecured, interest frae and havs nc fixed terms of repayment with the exception of the loan to
Afgem International Limited which wili be repaid during the next financial period.

7.5.8 Inventory Group Compan
R R

At cost

Raw materials 2 087 G238 -

Finished goods 3542184 -

Consumable stores 199 133 -

Packaging 51188 -
5 879 520 -

75.8 Accounts receivabls

Inciuded in accounts recsivable are the following

- loans to directors - 48 640 48 640

At S

250 000 000 ordinary shares of 0,007 cent each 2 500 2500

Issued

1035 417 882 cordinary sharez of 0,001 cent each 1084 1 054
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7.5.11 Deferred taxation

R
Timing differences
- liability: African Gem Resources Limited 149 200
- asset: Merelani Mining Limited ) 84 158
~ asset: African Gem Marketing (Proprietary) Limited 30 375
124 533
7.5.12 Long term liability
African Development Bank; Eastern and Southern African Trade and
Development Bank 12 175 000
The amount is payable to the above financial institutions pursuant to
an agreement of sale between the financial institutions and the
company's subsidiary, Merelani Mining Limited. In terms of the
agreement, US$1 500 000 (RS 000 000) will be settled by the issue
of shares at list price following the listing of the group on the JSE. The
rate of exchange has been fixed at R6:US$1 in respect of this portion
of the loan. The balance will be settled out of the annual gross profit,
defined in the agreement, at 5% per annum for 5 years subject to a
minimum payment of US$100 000 per annum, from the first year the
subsidiary commences mining operations.
The loans are guaranteed by African Gem Resources Limited. Interest X
at 15% per annum will be charged on the loans only, should the
repayment terms not be met. The loans are unsecured.
7.5.13 Environmental rehabilitation provision
Estimated liability on closure 1 000 000 - -
Provision to date " 500 000 - 3 i
!
75.14 Accounts payable K
Inciuded in accounts payable are the following:
- loans from directors 275 144 -
+
7.5.15 Pre-production expenditure
Head office expenses capitalised
Advertising and promotions 194 088 -
Audit fee 751 50 000 -
General expenses 220 498 -
Consulting and professional fees 121 236 -
Directors' remuneration 180 000 -
Entertainment and travel 163 955 -
Staff costs 185 001 - A
1114 778 - “L




Note

75.16 Operating income/(loss) before working capital changes

Operating (loss)/income

Adjustments for -

Unrealised foreign exchange profit

Pre-production expenditure capitalised

Depreciation 75.15
Loss on translation of foreign subsidiaFy

7.5.17 Accounts payable

Per balance sheet
Less: unrealised translation difference

7.5.18 Taxation paid

lncome statement charge (refer note 7.5.2)
Amount outstanding at end of the year
Amount paid during the year

75.19 Cost of assets acquired (refer note 7.5.4)
Adjusted for non cash ftems

Mining licence acquired for shares

Environmental rehabilitation provision on acquisition

Depreciation capitalised
Unrealised foreign exchange profit

7.5.20 Long term liability

Per balance shest
Less: unraalised translation difference

7.5.21 Proceeds from issue of shares

Ordinary shares issued
Share issue expenses written off

Group Company
R R
(8 827) 131 364
(552 123) (552 123)
1114 778 -
100 487 7 632
628 137 -
1282 452 (413 127)
4 508 527
(453 137)
4 055 390
368 322 33 792
(368 322) (33 792)
32402175
{3 000 000)
(600 000)
(423 136)
{552 123)
(27 826 816)
12175 000
(175 000)
12 000 000
22 051 355 22 051 355
(256 333) {26 333)
22 025 022 22 025 022
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7.5.22 Related parties Group

Compan
R
The following related party transactions occurred during the year:
Sales: Merelani Mining Limited to Afgem International Limited 1104 619
Afgem International Limited to African Gem Marketing
(Proprietary) Limited 849 695
African Gem Marketing (Proprietary) Limited to Afgern )
International Limited 532 273
Management fes charged o Merelani Mining Limited by Afgem International
Limited in respect of expatriaie salaries 447 420

7.5.23 Net asset value per share
The calculation of the net asset value per share is based on net assets {including

intangibles) of R23 C58 828 and net assels (excluding intangibles) of R23 042 703
and a weighted average of 70 473 827 ordinary shares in issue during the year.

8  MATERIAL CONTINGENT LIABILITIES AND COMMITMENTS

The directors have confirmed that there are no material contingent labilities and commitments as al 29 February 2000.

2. POST BALANCE SHEET EVENTS

The directors have confirmed that no material changes have taken place in the financial position or nature of the Group betwee
29 February 2000 and the date of this report.

10 OTHER MATTERS

10.1 Accounts receivable and payable as at 23 February 2000 do not include any items other than those arisihg:
the ordinary course of business.

10.2 in our opinion the provision for doubtful debts as at 29 February 2000 is adequate.

10.3 There are no inter company profits reflected in the profit history of the Afgem Greup for the year ended 29
February 2009,

11 CONCLUSION

We have extracted without adjustiment, the resuilts, the balance sheet and cash flow statement of the Afgem Group for the year
ended 29 February 2000 from the audited annual financial statements, During the preparation of our report, nothing has comeé,
our attention that would cause us 10 believe that the financial infornation of the Afgem Group is not fairly presented in all mater]
respects, in accordance with generally accepted accounting practice.

Yours faithfully

KPMG inc.
Chartered Accountants (SA)”

Limited Prospectus
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1 INTRODUCTION

1.1 Background

Steffen Robertson and Kirsten (South Africa) (Propristary) Limited ("SRK") has been commissioned by the Directors of
African Gem Resources Limited ("Afgem") to prepare an independent competent person's report {"CPR"} in connection with
the proposed listing of Afgem in the 'Diamonds' section of the Mining Resources sector of the Johannesburg Stock
Exchange ("JSE"). Application has been'made to the JSE for the renaming of the “Diamonds: Mining Resources” sector to
“Diamonds and Gems: Mining Resources” sector. The CPR has been prepared in compliance with Section 12.6 of the JSE*
Listings Requirements. o

In this CPR, SRK provides the necessary assurances to the board of Afgem that the technical and economic data as
presented in this repont, including operating costs, capital expenditure, production and sales profiles, are valid and accurate
as provided to and reviewed by SRK. In determining its opinion, SRK has made use of certain data and information
provided by Afgem. The data, which have been taken in good faith, have formed the basis of the analyses and opinions
expressed in this report.

SRK in conjunction with the Department of Geology at the University of Stellenbosch ("Stellenbosch") and Bateman
Minerals and Industrial Limited ("Bateman”) conducted a full feasibility study of the mining of the Merelani tanzanite deposit
in the period June 1899 to June 2000. The Environmental Impact Assessment ("EIA") which had been compiled in 1693 for =
Graphtan Limited (In Receivership) ("Graphtan"), was updated in accordance with new laws of relevance to the projeét by
JSB-ENVIDEP Limited (Environment and Development Consultants) ("JSB") linked to the Faculty of Engineering at the
University of Dar es Salaam, Tanzania. The study presented a viable Base Case to an overall accuracy of £ 15%, based on
the investigations and results to June 2000. The EIA prepared by JSB was subjected to audit by SRK.

1.2 Rationale for the Private Placing and Listing

SRK has been apprised of the rationale for the private placing and listing in as much as it may impact on the technical-
economic performance of Afgem and its individual subsidiaries. This is detailed in paragraph 2 of this prospectus and is -
therefore not repeated here.

1.3 Basis of the Technicai-Economic Appraisal

The technical-economic appraisal reported herein has been based on the following:

+  the feasibility study on the Merelani Tanzanite Mine by SRK dated 26 June 2000 to bankable standards. This included
numerous site visits, control of the bulk sampling project and examination of the processing plant, tailings dam, all -
existing surface structures and associated infrastructure;

* detailed examination of extensive and comprehensive documentation made available by Afgem and its operating B
subsidiaries in support of operational planning as contained in five year business plans, the strategic marketing plan and '
one year budgets; Ch

« areview of all the plans in totality and the associated financial projections as prepared by Afgem and its operating
subsidiaries; and

+ full access to key mine and head office persannel for discussion and query. |

SRK's approach in undertaking a review of the marketing and sales projections is detailed in Section 8. In summary, SRK
has incorporated the following principles:

* detailed review of historical performance, as reflected in the audited financial statements;

* in-depth questioning of marketing personnel regarding the assumptions and strategies used in developing the sales
projections; and

> athorough audit of the sales and operating cost projections as contained in the five year plan and operational budgets .
to ensure the assumptions and strategies adopted are correctly incorporated and are relevant to historical performance. ..

The Afgem valuation reported in Section 8 has been extracted from the financial model compiled by HSBC Investment
Services (Africa) (Pty) Limited ("HSBC").




Valuation Base Case Price Structure

SRK has been apprised that HSBC has used inflation accounting principles to take account of the forecast US$-based
change in tanzanite selling prices and Rand to US$ exchange rates. All conversions of US$ denominated costs and prices
have used an average exchange rate of 6.85:1 for the financial year ending 28 February 2001. All costs and revenues
reflected in this report are given in money-of-the-day terms i.e. adjusted by inflation and the Rand:US$ exchange rates.

Life of Mine Plans

SRK's technical-economic appraisal presented in this CPR has been based on the life of mine ("LoM") plan and Mineral
Resource and Ore Reserve estimates er the Merelani Tanzanite Mine as developed in the feasibility study. The LoM plan
and Mineral Resource and Ore Reserve estimates were generated during March to May 2000.

. The grade of the tanzanite-bearing reef was interpolated uniformly throughout the geological and resource model. All ore is
theoretically extractable, given favourable gectechnical considerations. Consequently, it has not been necessary to include

ore reserve sensitivities which may arise from fluctuations in commodity prices.

Qualifications of Consultants

SRK is part of an international group (*the SRK Group”) which comprises more than 500 professional staff, offering

expertise in a wide range of resource engineering disciplines. The SRK Group’s independence is ensured by the fact that it

holds no equity in any project and that its ownership rests solely with its staff. This permits SRK to provide its client with

conflict-free and objective recommendations on crucial judgement issues. SRK has a demonstrated track record in

undertaking independent assessments of resources/reserves, project evaluations and reviews, Technical Adviser's Reports,

CPR's and independent feasibility evaluations to bankable standards on behalf of exploration and mining companies and
_financial institutions worldwide. SRK has specific experience in transactions of this nature.

This CPR has been prepared, based on the feasibility study and a technical-economic review of Afgem's marketing
operations, by a team of consultants from SRK’s offices in Johannesburg during the period March to May 2000. These
consultants are specialists in the fields of gemstone resource and reserve estimation and classification, steeply-dipping
" tabular orebody underground mining, rock engineering, metallurgical processing, hydrogectogy and hydrology, tailings
management, infrastructure, environmental management and mining economics.

In accordance with all such commissions, neither SRK nor any of its employees and associates employed in the preparation
of this report has any beneficial interests in Afgem or its subsidiaries. SRK will be paid a fee for this work in accordance
with normal consulting practice.

The individuals responsible for this CPR, who are listed below, have extensive experience in the mining industry and are
members in good standing of appropriate professional institutions.

*  Oskar Steffen, PrEng, FSAIMM, FSAICE, PhD;

*  Herbert Waldeck, PrEng, MSAIMM, BSc Eng., MBA,;

*  Michael Harley, MSAIMM, PhD;

* Marcin Wertz, MSAIMM, BSc Eng.;

> Peter Weyers, PrEng, MSAICE;

°  Edward Matthews, MSAICE, BSc Eng;

* Jane Joughin, PrSciNat, MSc; and

*  Andrew McDonald, CEng, PrM, MIMM, MAPMSA, MSc, MBL.

Certain sections of this CPR have been extracted from information included in the feasibility study which was provided by
consultants to Afgem, as follows:

*  Geology: Prof. Reyno Scheepers, PrSciNat, MGSSA, MMSSA, PhD;
*  Metallurgy & Plant: Mark Cresswell, PrEng, ARSM, MSAIMM, MIMM, M3c; and
*  Environment: Prof. Jamidu Katima, RegEng, MIET, MENATA, PhD.

These consuitants have reviewed these extracts and have confirmed that they support the commants made in this CPR.
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2 AFGEM
2.1 Introduction

This section gives a brief overview of Afgem, its marketing subsidiaries and the location of the Merelani Tanzanite Mine.
2.2 Company and Operating Structure

Afgem is a public unlisted investment holding company whose subsidiaries mine, beneficiate and market high-value coloured
gemstones. Merelani Mining Limited ("MML"} is a Tanzanian registered company which has as its main asset a mining
licence encompassing around two-thirds of all known tanzanite resources and various plant, equipiment and associated mine
infrastructure purchased from Graphtan in July 1899, Afgem owns 75% of MML, while the balance is held in trust on behalf
of Tanzanian citizens. MML will include a buying aperation where rough tanzanite will be purchased from other miners and i
dealers in Tanzania. Afgem International Limited ("Afgem International"} is a wholly-owned marketing company registered in
the British Virgin Islands {"BVI") which will be used to develop long-term supply agreements in the intermational market,
African Gem Marketing (Proprietary) Limited ("Afgem Marketing"} is the South African based operating company which has -
three divisions:

« a Lapidary division which will cut and polish most of the tanzanite required by the Africa and Overseas divisions;

* an Africa division which will be involved in the wholesale marketing of coloured gemstones in Africa, with a focuson-
Southern Africa; and ‘

+ an Overseas division which will buy all the graded rough tanzanite produced or bought by MML. It will brand and sell
polished gemstones o international wholesale buyers with a focus on the USA, Europe and the Far East.

Cutting requirements over and above those provided by Afgem's Lapidary division will be outsourced on a subcontractual
basis. The corporate structure of Afgem is shown in Figure 2.1

ML M

" (AFGEM TANZANI © T INTERNATIONAL -
; o 5% h ;
100% ' (25%-Tanzanian Nationals) - 100%
L LAPIDARY DIVISION MINING DIVISION
L AFRICA DIVISION L TRADING DIVISION
L OVERSEAS DIVISION

Figure 2.1 Corporate structure of African Gem Resources Limited
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Mine Location

The tanzanite deposit is situated in the Merelani Hills on the northemn flank of the Lelatema Mountains in the Arusha Region
of Tanzania, scme 14km south-southwest of Kilimanjaro International Airport {"KiA") (see Figures 2.2 and 2.3). The deposit
is located at latitude 3°35'S and longitude 37°01'E, at an elevation of about 1 115m above mean sea level ("mams!").

The Special Mining Licence ("SML") includes a total surface area of 8km? (Figure 2.3) and straddles the rugged dolostone
terrain of the Lelatema fold structure and the flat Sanya Plains. The climate is temperate, with average temperatures (at KIA)
confined to a low of 13°C and a maximum of 35°C. The average annual rainfail as measured at KIA is 538mm, with the
wettest month being April. Two rainy seasons are experienced per year: March to May and November to December. The
climatic conditions around the mining area are moderated by the hilly terrain, especially at the residential/office camp
established near to the mine entrance ("Top Camp") where the temperatures are noticeably less than at the plant, some
180m lower in elevation.

The area is well supported by regional infrastructure, with KIA 14km from the project site. The access road from KIA to site is
in a poor state of repair. The KIA is connected by tar roads to the major towns of Moshi and Arusha. A rail siding is located
25km from the project area, whilst the nearest port is Tanga some 350km away. Electrical powsr is available from an
overhead transmission line from the Tanzanian national power grid and diesel-operated generators installed at the mine and
plant sites. Water is supplied from a well-field developed near the plant site which taps a sigrificant underground aquifer.

Mining History

A viclet-blue gemstone variety of zoisite - subsequently named tanzanite - was found in the area in 1987 Since then,
tanzanite has been extracted principally by artisanal miners from an area 5iim long by 2km wids in a haphazard and
uncontrolled fashion. At the end of 1990, up to 30 000 artisanal miners were removed from the site by the government to
make way for the restart of commercial mining activities.

'

The area was then partitioned into four blocks {now known as Blocks ‘A, ‘B, 'C’ and ‘D' - sea Figure 2.3} by the Ministry of
Energy and Minerals and aflocated to individuals and companias in January 1991, Graphtan was aliocated Block ‘C' and
was subsequently granted a 20-year SMU by the Ministry of Ensrgy and Minerals o mine gra

as a bi-product.

hite, with tanzanite recovered

T’é‘

Afgem acquired the mining rights of Biock ‘'C’ together with the process plant on 1 July 1999 from Graphtan.

Mining Authorisations and Mining Leases

2.5.1 Mining Licence
MML was granted a Special Mining Licence No. SML 8/32 in accordance with the provisions of Section 38 of the Mining
Act, 1998 ("Mining Act") on 10 March 2000, This Ixcence confers on MML the exclusive right, su Ui.ﬂ“t to t'rﬂ prov‘sm s of

S
|4 r\ \

the Mining Act, to carry on mining operations for certain minerals and gemstones in t

(D

relates. The area is defined by corner co-ordinates in tarms of lines of longhuds and -1-it :de and covers an area of 8 km®
{see Figure 2.3).

The SML is valid for a period of 12 years and four months from 10 March 2602, The SML will ke extended for a further
period of 25 years providad MML complies with the provisions of Section 42 of the Mining Act. Thesge provisions relate
specifically to issues of:

* reasonable progress with mining development;
¢+ sufficient remaining ore reserves;
= future mining programme in accordance with good r‘”«iwng practice; and

= environmental management that satisfies the standards set by the Government of Tanzania.

Compliance with these provisions is not considered to be onerous and has bean catered for in the LoM plan.
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2.5.2 Mineral Rights

The mineral rights of the area encompassed by the SML over Block 'C' are granted to MML in terms of the SML. The S:'ML
grants MML the exclusive right to mine, search for, dig, mill, process, transport, use and/or market tanzanite, tsavorite, .
kyanite, graphite or other minerals found to occur in association with that mineral in and vertically under the Special Minip
Licence Area. In addition, MML may execute such other works as are necessary for the above purpose. :

J

2.5.3 Surface Rights and Land Ownership

In terms of the Land Ordinance, Cap113, a person may only own the 'unexhausted improvement on land'. The ‘unexhaustéa
improvement' is defined in terms of Section 2 of the Land Ordinance, Cap113, as any thing or any quality permanently- »':. o
attached to land resulting from the expenditure of capitai or labour by an occupier or any person acting on his behalf and in
creating the productive capacity, the utility of the amenity thereof. ' o
All surface rights in Tanzania vest in the Government of the United Republic of Tanzania. The Government of Tanzania m‘ay‘.' o
grant the rights to the use of surface to a third party who or which would enjoy the use of those rights in terms of the
relevant agreement with the Republic. The granting of a SML in accordance with the Mining Act grants the holder of thé»
SML these rights. ’

The right 1o use the surface area of the SML is therefore granted to MML pursuant to Section 43 of the Mining Act. An" " .. J
annual fee of US$12 000 (based on US$1 500 per square kilometre) is paid as rent for the use of the licence area in total - §

and not only the surface rights.

2.5.4 Water Permits

MML has the right in terms of the SML to extract water from the boreholes developed on its property at the rate of 22.7m -
per day. As the required extraction rate is in excess of this figure, MML was obliged to submit an application for a water
permit. The Ministry of Water has confirmed by letter that a water permit to extract up to 115m® per day will be issued to
MML shortly. s

2.5.5 Royalties

MML has an obligation in terms of Section 86 of the Mining Act to pay a royalty of 3% of the “net back value” of minerals
produced under its SML. The “net back value” is defined in Section B6(3) as the free on board ("FOB") market valug'of =
minerals at the point of export from Tanzania, or, in the case of consumption within Tanzania, at the point of delivery within. :
Tanzania. The licence holder is entitled to deduct from the FOB value the cost of transport {including insurance and
handling charges} from the mining area to the point of delivery and processing costs not normally carried out in Tanzanid in
the mining area. This implies that the processes of cobbing and grading are normal mine processing costs and therefor‘e‘not
deductible from the FOB value. s

In terms of the SML, MML is entitled to undertake further beneficiation of the tanzanite through the processes of preforming,
heat treatment and polishing. These costs would then be deductible against the higher FOB value of the tanzanite.

2.5.6 Methods of Operation

The SML granted to MML refers to three key documents, viz. the Mining Plan, the' Environmental Management Plan (‘EMP") ?n_d, )
the Employment and Training Plan ("EATP"). The plans referred to in the SML relate to those previously submitted by Graphtan- .

In terms of Section 45 of the Mining Act, the holder of a SML may make amendments to these plans and submit the amended . % .

plans to the Minister of Energy and Minerals. As long as the new plans do not in any way alter-a provision which forms a part

of the conditions of the licence or adversely affect environmental management, the plans shall have immediate effect.

As discussed in Section 4.8, MML is busy drafting a proposed EMP based on the recommendations contained in the E'/}' )
The proposed EMP still has to be submitted to and agreed with the National Environment Management Councit ("N EMC').. :
From discussions between MML and NEMC, the NEMC has indicated that there should be no reason why the EMP would . *
not be accepted. The mining plan, as set out in the feasibility study and described in this CPR, and the updated EIA/EMP” _
can then be formally submitted to the Ministry of Energy and Minerals. As these plans provide improved environmental =~
management activities in line with current international practice and do not substantially alter any provision that forms part of
the conditions of the licence, it is expected that these plans will receive immediate approval. .
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MML has adopted an employment and training policy which provides for a gradual reduction in the number of expatriate
employees through the training and development of Tanzanian employees. The Ministry of Energy and Minerais cannot trace
the previous EATP compiled by Graphtan. It is therefore not possible to express an opinion on any obligations contained in
the Graphtan EATP. In view of this, MML is compiling a new EATP which will comply with the basic employment and training
conditions encapsulated in Tanzanian Law. The EATP once completed, will be submitted to the Ministry of Energy and
Minerals for approval. in all probability, such approval will be given automatically.
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Figure 2.3 General layout of Special Mining Licence and Merelani Tanzanite Mine
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GEOLOGY AND ORE RESOURCES |

Geology and Mineralisation

3.1.7 Regional Geological Setting

The Merelani mining area in northeast Tanzania is the only producer of tanzanite in the world. The Merelani tanzanite deposit
is located on the northwestern limb of the Lelatema fold, a northerly piunging, regional-scale fold structure developed in Pan-
African basement rocks {Figure 3.1). Similar to most gemstone cccurrences in northeast Tanzania and southern Kenya, the
deposit is hosted by high-grade metamor’phic graphitic gneisses, dolomitic marbles and garnet-siilimanite schists of the
Mozambique belt in East Africa.
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Figure 3.1 Regional Geology sketch pian around the Merelani tanzanite deposit

3.1.2 Project Geology

The northeastarly trending, moderately northwest dipping (35° to 50°% lithostratigraphic succession of the Meralani Tanzanite
Mine has been subdivided into two main units, termed the Upper and the Lower Horizon enveloping a central unit of garnet-
sillimanite gneiss (Figure 3.2}). The Upper Horizon comprises a massive unit of coarse-grained dolomitic marbles underlain
by an ug to 250m thick unit dominated by kyanite-biotite-graphite gneisses. Titanite, clinopyroxene, scapolite, wollastonite,
calcite and garnet occur as accessory minerals but may locally be abundant indicating compositional variations within the
seemingly homogeneous unit.

A prominernt, northeasi-southwest trending ridge of medium-grained garnat-sillimanite gneiss forms the central unit of the
Merslani deposit (Figure 3.2). The gneiss unit attains a maximum thickness of ca. 150m in the central parts of the mine area.
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A pervasive foliation in the gneisses is defined by biolite and sillimaniie that wrap around garnet porphyroblasts. Aggregates
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s
of pyrite are sither aligned parailel to the foliation or occur in strain shadow sites around garnet porphyroblasts.
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Figure 3.2 Project geology of the Merelani tanzanite deposit
(a) plan view
(b) section along line AB

The Lower Horizon, which underlies the central garnet-sillimanite gneiss, comprises kyanite-biotite-graphite gneisses similar
to those of the Upper Horizon. The gneisses are intercalated with thin, up to 5m wide bands of dolomitic marble and garnet-
sillimanite gneiss, also hosting the main, mineralised boudin zone (Juuyawatu Zone, "JWZ").

The eastern limit of the mine property is again made up of a massive unit of dolomitic marbles (Figure 3.2). %
3.1.3 Geology of the Boudin System 3%
' =3

-~

The Lower Horizon contains up to three parallel, closely spaced boudin layers (Figure 3.3). The variation in size and
separation of adjacent boudins within boudin trains can be clearly seen in Figure 3.3. The thickness of boudins measured

perpendicular to the gneissosity ranges from 5cm to 2.8m. Individual boudin spacing is highly variable, ranging from closely-
spaced or pinch-and-swell structures with little separation to a spacing of several metres. The boudinaged layer is markedly
thickened in fold hinges of isoclinal folds, progressively thinning on the limbs of the folds (Figure 3.4). Boudins tend to be

larger and more closely spaced within or in proximity to hinge zones of isoclinal folds. The boudin size decreases rapidly and
the spacing increases on the limbs of the folds.
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Figure 3.3 Detailed map of an underground development showing the occurrence of two parallel, closely-spaced
boudin layers

The isoclinal folding and duplication of the boudinaged layers indicates that the mineralised layers recorded in the
underground workings most likely represent only one original, refolded iayer. On a mine scale, folds show a consistent
plunge of 15° to 20° to the north-northeast (Figure 3.4), parallel to both the regional stretching lineation and regionally
developed isoclinal folds.

The zonre of minerafisation was intersected in sight boreholes at depths of up to 150m below surface. The boudin system
and enveloping banded gneisses as exposed at surface ranges between 2m and 10m thick, being at its narrowest in the
central parts of the mine.

Surface

BN Calcsificate boudins
Quartz - veins
7 Gnelssusity
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3.7.4 Mineralisation

Tanzanite mineralisation at Merelani ccours in quartz and guartz-carbonate pockets that are spatially confined to a narrow,
boudinaged layer of calc-silicate rocks, concordant within the northeasterly trending metasedimentary sequence (Figure 3_‘*2);
Boudins that host quartz pockets and associated tanzanite mineralisation show roundish to polygonal outlines in plan view ang.
are best described as chocolate-tablat boudinage structures recording a flattening type of bulk deformation (Figure 3.4b).
Tanzanite-bearing quartz pockets oceur in specific structural sites within and adjacent lo boudins. Four main types of
tanzanite-bearing structures can be distinguished:

Type 1: irregularly shaped to roundish pockets in the central parts of boudins (Figure 3.5a);

Type 2: wedge-shaped masses at the lateral terminations of boudins corresponding to strain-shadow positions of *
boudin necks (Figures 3.3, 3.5z-¢); ‘

Type 3: veins that transect boudins along shear fractures (Figure 3.5a, ¢, & d); and

Type 4: tension fractures in the central parts or close to the lateral terminations of boudins (Figure 3.5b).

s

Steain shadowy

i) '[];uartz, pyrite,lﬁ_avorité. isite” T ‘Calc-silicate boudin - = s gneissosity

Figure 3.5 Schematic depiction of the four types of tanzanite-bearing structures at Merelani tanzanite deposit

3.1.5 Exploration Programme

Trenching

A series of trenches excavated by Graphtan had confirmed the position of the JWZ on surface. These were recpened and
remapped by Stellenbosch.

Strike paraliel trenching was conducted on surface along the strike of the JWZ between the decline shaft position and Block
‘B' (see Figure 3.6). Combining the trench data with downdip excavations in old workings (Pits 1, 2 and 3 on Figure 3.8),
the presence of a fold closure could be interpreted. Well-developed boudin systems were gncountered in the old workings
{Pit 8) closely related to the fold closure as mapped in the trench. Extrapolating the closure downdip along the JWZ, a
separation distance of 34m between fold closures is indicated if a paraliel plunge is essumed.
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Figure 3.6 Plan view indicating fold closure on the floor of strike paralle! trenching on surface at Merelani

Drilling

A total of eight drillholes intersected the JWZ at depths varying from 95m to 153m. The locations of these drillholes are
shown in Figures 3.2 and 3.8. A piece of tanzanite was recovered in a length of core from one of the JWZ intersections.
Projection of the intersection of the JWZ in thesa boreholes to surface at a dip of 45° places the suboutcrop of the JWZ in
the same position as obtained from surface data. This feature indicates a general constant dip of the JWZ horizon to at
least 150m.

Geochemical Sampling

A total of 121 samples was taken from various units intersected in the driltholes. Ten samples from various positions in the
decline shaft and 40 samples from the bulk sampling programme were also taken. A multivariate discriminant analysis was
performed on the gecchemical analyses of the samples. This analysis showed a clear discrimination between the JWZ, LK2
(hangingwall), LK1 (footwall) and C-zone, at a discrimination factor of 98.92% between the different layers (Figure 3.7). The
C-zone is a poorly developed replicate of the JWZ with minor calc-silicates which lies stratigraphically in the hangingwall
sequence above the JWZ.
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Figure 3.7 Discriminant function diagram illustrating separation of JWZ zone from other horizons - footwall (LK1),
hangingwall (LK2) and C-zone {C). (Labelled sample in JWZ group was taken from bulk sample W5.)
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From this, it was deduced that the ore-zone JWZ} was readily distinguishable from the surrournding layers. It was thu's
ilustrated that the JWZ unit as encountered in the borehaoles and the surface/underground exposures, is in fact the same Unit

Bulk Sample

A bulk sampling programme was conducted to arrive at an ore grade and to detail the geological features controllmg
tanzanite mineralisation. Two 25m long developments were blasted in the plane containing the JWZ . The 25m wmze
sample, which was a continuation of the existing decline dipping at an average of 16°, yielded some 399t of Material, The
raise sample, which contained some 21 8t, was developed perpendicular to the winze in an up-dip direction, b

Strict geological control was exerted and a complete photographic record was kept of each mapped area. After each. b|a
the blasted face was inspected and any exposed tanzanite was recovered separately.

All bulk sample material was processed through the existing heavy media separation ("HMS") plant on the site.

Figure 3.8 Three-dimensional view of Mereiani tanzanite deposit showing borehole traces (South East view)

3.7.6 Sampling and Quality Assessment

The entire bulk sample programme and the final recovery and sorting of tanzanite was performed under close scrutiny of an - .
independent monitoring team comprising Stellenbosch, SRK and Bateman staff. Some 384 100ct of rough tanzanite
(375 990c¢t from the winze and 8 110ct from the raise) was recovered from the bulk sample, which was sent to South Afnca
for final quality assessment and valuation. The winze material comprised 123 400ct of tanzanite recovered from the face
and 252 §90ct of tanzanite recovered from material processed through the HMS.

A randomly selected sample of 53 384 ct from the tanzanite recovered from the winze (20 436ct and 32 948ct from. the
face and HMS materials respectively) and the 8 110ct of tanzanite from the raise was subjected to final quality assessmeﬂt
SRK monitored the cobbing, sizing and grading process to obtain clean, gem-quality tanzanite, which was conducted bY
Afgem personnel. The resulting size/quality gradings and recovery factors for the gem-quality tanzanite are summarlsed |n o
Table 3.1. The Jewellery Council of South Africa ("Jewellery Council") critically evaluated the size/quality gradings as ‘
performed by Afgem. Generally, the Jewellery Council has tended to marginally downgrade Afgem's grading of the A- quahty

stones (see Table 3.2), although there were instances of B-quality stones being reclassified as A-quality. The classification.
of a piece of rough tanzanite into an A, B or C quality depends on the assessment of its clarity, the strength of its tnchrotsm

{colour) and the estimated recovery of a polished stone from the rough. These involve subjective decisions that aré.
dependent on the experience and skill of the person doing the evaluation. Note that the size classifications of the stoneS are.
all performed on the basis of mass and no changes in size were thus necessary. k
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Table 3.1. Summary of Grading Results

Material Source Raise Winze - face Winze - HMS
(%%) (%) (%)
Recovery
{(cobbed weight to received weight) 68.4 80.9 65.4
Proportion of material in each grade
A 751 50.2 73.3
B 243 36.7 24.4
C 0.8 3.1 2.3

Table 3.2. Jewellery Council Audit of the Consolidated Grading Results

Quality Afgem Grading Jewellery Council Audit ' Difference
‘ Mass  Proporiion fass  Proportion Mass Proportion
(ct) (%) (ct (%) (ct) {%%)
A 4 781 72.5% 4522 68.6% -259 -3.9%
B 1707 2£.9% 1936 29.4% +228 +3.5%
C 106 1.6% 136 2.1% +30 +0.4%
Fotal 6 594 6 594 -

The resufts of the Jewellery Council audit have been used to provide a measure of confidence in the size/quality
classifications derived by Afgem for the gem-quality tanzanite.

Resources and Reservaes

3.2.1 Data

Quality and Quantity of Data

information for geological modslling consisted of drilhole data fogs. trench sampling and mapping data, surface topography
contours, interpreted geological plans and sections dated October 1936 and August 1997 and a plan of the location of
artisanal pits on Block ‘C' dated Cctober 1997 In addition, the Graphtan database in electronic format enablad details

pertaining to surface topography spot heights, location of artisanal shaits and drithole collars and orientations to be extrasted.

T > driflhole cores wers examined on site and ware found to be consistent with the information detailed in the drillhole logs.
e driifholes are spaced at an average of 300 m along sirike (see F igures 3.2 and 3.8). The JWZ ha ﬁéngwai! contact was
ir. arsected at depths ranging from 95.8m to 153.8m below surface. The thickness of the JWZ intarsected in the dritholes

varied from 0.8m to 8.6m

o

SRK considers the available data as adequate for conceptual modelling of the arebody.

Bulk Density Measurements

Dansity determinations were conducted on samples of the IWZ. The resuits vielded a range of densities betwsaen 2.430m?®
2.76U/m®, with the former considerad to be due 1o the slightly altered naturs of the core sample.

-

and he arithmstic mean of
the results is 2.84t/m® which ig comparable to the density assumed for the JWZ of 2.85¢/nv,

¢
]
Ra

Geological Modeliing and Grade Estimation

Geological Modelling

The geolagicsl modelling has been limited to the Lower Horizon formatiens. Geoiegical sections were created at each
drillhole position. Tne exant of each rock unit was defined on each section by {our points on a polyling representing the top




and bottom of the unit from surface geology and drillhole intersections. Geological solids were created for each rock unit by
linking sectional polylines across the expanse of the property. The bottom of the model tor geological modeling was clipped
to the 920m elevation, equivalent to about 20m below the deepest JWZ footwall contact in driflhole LHD 1. The Bagg Case’
mede! as developed in the feasibility study and used here, assumes that the payshoot as identified in the winze extendg fora
further 516m to the lower defined edge of the orebody. Although evidence indicates that additional payshoots should be
present in the orebody, no other payshoots have been confirmed and systematically sampled in underground workings.

Grade Estimation

The recovery factors shown in Table 3.1 were used te convert all recovered tanzanite to a gem-quality equivalent. Using the
measured tonnes mined and the resultant gem-quality tanzanite for each 1m advance, the grade in carats per tonne (cpt)
each 1m sample for both the winze and raise was calculated. The range in determined grades of recovered gem-quality
tanzanite is 140cpt to 2 200cpt for the winze and 2.5¢pt to 140cpt for the raise, shown diagrammatically in Figure 3.9,

for

Extreme value analysis performed on these results showed that the cumulative mean, the cumulative standard deviation and’
the cumulative coefficient of variation do not stabilise within the two data sets. The data sets are considered to be too -
skewed for their arithmetic means to be reliable estimates of the mean grade. The median value was selected as the
preferred non-parametric estimator for the likely average grade, with the following resuits:

. Payshoot (fold closure in winze) 508¢pt
. Low grade (raise) 20cpt

Discussion on Geological Model

The geological model describing the JWZ depicts a series of shallowly plunging isoclinal, intrafolial folds. Abundant tanzanite -
mineralisation has been shown to be located within the fold closures from the results of the bulk sample taken in the winze;
Low grade tanzanite mineralisation has been identified between fold closures based on the bulk sample resuits from the raise.

Geochemical analysis shows that the JWZ is relatively consistent in composition, with the concentration of tanzanite within
the fold closures being explained by structural heterogeneity.

During the sliping of the decline in preparation for the mining of the bulk sample, some 15 000ct of tanzanite was recovered.
As no proper records were kept during the decline preparation and samples were not rigorously taken, these data are not
considered sufficiently accurate or reliable for uss in any resource classification. However, these data confirm the continuity of
the tanzanite mineralisaticn from the bulk sampie location to the portal of the decline at the base of the Juuyawatu Pit. Note
that according to Tanzanian records, 2 milion ct of gem-quality tanzanite was produced from the Juuyawatu Pit between 1967
and 1972, This represents the extension to surface of the decline and hence the mineralisation contained therein.

The nature of the mining methods employed on the adjoining Blocks ‘B’ and ‘D' indicates that the artisanal miners will be
more inclined to look for and follow the higher-grade zones. There are indications that the art\sanal workings already exiend
further than 200m below surface.

SRK has assumed that the bulk sample of the payshoot and the background material are suitable as estimates of the mean
grade of these two entities. This assumption is premised on:

b

» Stellenbosch's inspection and mapping of accessible artisanal pits on Block 'C’;

» the lateral extent of artisanal workings on Block ‘C';

= detailed mapping of transverse and strike-parallel trenches across the JWZ;

° detailed structural analyses of the localisation of tanzanite:

= geochemical data supporting a consistent composition of the JWZ in space;

+ tanzanite recovered during the decline preparation;

» historical production records from the Juuyawatu Pit; and

» the nature of artisanal mine workings in Blocks ‘B’ and ‘D",

SRK is satisfied that the continuity of the JWZ has been adequately demonstrated. The uncertainties in the grade have been
accommodated in the selected resource classification applied to the two identified zones, as outlined in the next section. L
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3.2.3 Resource Classification

The orientations, depths and extent of artisanal workings of more than 250 identified pits in Block ‘C’ are not clearly
understood. It has therefore not been possible to quantify the extent to which the JWZ near to surface has been mined.
Rather than assumse an arbitrary percentage to describe the ore which is still in place, the material within 50m of surface has
been excluded from the resource on the basis that it is already partially mined. The lower limit of the resource model was
restricted to an interpolated surface 20m down dip of each drillhole JWZ intersection. The payshcot was modelled to follow
the orientation of the winze, with dimensions set at a width of 2m and a thickness consistent with the JWZ as constructed in
the geological model {see Figure 4.1). The lateral extents of the resource were truncated along the outermost drillhole
section tines, some 100m within the SML boundary. This represents the Base Case geological and rescurce model,

The resource has been classified as Indicated in accordance with the guidelines for a diamond resource outlined in the
SAMREC code, with the resuits given in Table 3.3. There is considerable geological evidence to indicate the presence of
additional payshoots (feld closures) within the JWZ in Block 'C', as well as a continuation with depth of the JWZ beyond
150m below surface. Until further exploration confirms this, the additional payshoots and depth extent can only be classified
as Inferred Resources at this stage. Similarly, the tanzanite mineralisation which is known to occur in the Upper Horizon, has
not been accounted for in the present resource compilation.

Table 3.3. Indicated Tanzanite Resource within Block ‘'C), Merslani

Category Volume Tonnes Recoverad Contained
Tanzanite Tanzanite
{m) (cpt) (000ct)
JWZ low grade
{excluding payshoot) 840 350 2 2928 920 20 44 538
Payshoot 4 360 11550 308 5 867
Total JWZ 844 710 2238470 22 50 405
MNotes: il A density of 2.65¢m* has been used.
it) Mo inferred resource has been included
Winze ;
5
Median = 508 <pt
L 4
l Mean = £84 opt
flot stabie or iafiable
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Figura 3.9 The range in determinad grades for the winze and raise samplss
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3.2.4 Comments on the Grade

The recovered grades as assigned to the two ore fypes should be viewed as conservative, for the following reasons:

*  the bottom screen at the plant was set at 5mm, so an unknown proportion of stones less than approximately 5ct (
in size was not recovered;

* from partial re-sorting of the concenirate, further tanzanite was recovered. Although this additional tanzanite has been
included in the grade calculation, it indicates that if a total re-sort was performed, the yield would be increased:

¢ random sampling of the HMS discard yielded limited quantities of tanzanite, due to the fact that the plant configuration
had not been optimised at the time of processing the bulk sample. The problem areas have since been corrected; and

= the median value has been used to define the average, due to the limited number of samples.

or g}

The above all provide upside potential for the in-situ resource grade.

3.2.5 Exploration during Construction and Commissioning

it is the considered opinion of SRK| the management of MML and its geological advisers that sufficient information exists to
indicate the presence of additional payshoots on the mine. It is important that these high-grade zones are correctly identified
and systematically sampled so that a suitable mine plan to optimally extract such resources can be developed. A period of
12 months has been included in the implementation programme for this purpose. With this in mind, MML has started a
programme of exploration on the project site which will include the foliowing:

°  two exploration shafts (cne close to the boundary with Block ‘B’ and the other adjacent to Block ‘D") will be sunk on true
dip within the JWZ at known artisana! mining locations to explore the old workings and to intersect potential payshoots;

+ an exploration winze will also be sunk on the Upper Horizon to test its tanzanite-carrying potential. This is also aimed at
increasing MML's presence in and hence security of the Upper Horizon; and

= some 3 000m to 4 000m of tanzanite core drilling planned to test the continuity of the JWZ to a depth of 300m below
surface, to establish the prospectivity of the Upper Horizon and to identify other potential tanzanite-bearing layers on the
site. This will only commence during the 2002 financial year.

The exploration activities will concentrate on the ‘B’ and ‘D’ exploration shafts and the Upper Horizon shaft during the
remainder of this financial year.

As part of the mining pre-development, the raise developed during the bulk sample exercise will be extended to surface
along the plane of the ore zone. This raise, once complete will serve the dual purpose of a ventilation exhaust shaft and
alternative escape/access route. Technically, material remeoved from the raise will be ore, but has to be classified as waste’
due to the resource definition adopted above. Any old workings intersected by the raise will be carefully investigated,
mapped and sampled where possible. In addition, an exploration winze will be sunk perpencicular to the decline to confirm,
or otherwise, the presence of a potential payshoot some 30m below the decline.

If the results of this exploration programme confirm the presence of additional payshoots, the geological resource model and’.
long term mine plan will be modified accordingly.

In the absence of this information, the Base Case resource model as developed in the feasibility study has been used for .
evaluation purposes. It is important to note fthat the exploration programme and.mining development described here will not
delay the start of production as specified in this CPR. Some 90% of the production target for tanzanite in the 2002
financial year can be extracted from the payshoot within a 2 month period.




SCOPE OF ACTIVITIES AT MML

The general layout plan for the mine, plant and infrastructure can be seen in Figure 2.3. Key facilities discussed in this CPR
are highlighted in that diagram.

Mining

4.1.1 Hydrogeclogical Assessment of Mining Area

From the elevation of the regional water table {aquifer) at the plant site {about 928mamsl) and the average surface level for
the mining area (about 1 115mamsl), it is inferred that the regional aquifer within the mining area is unlikely to be within
150m of the surface. Mining activities s‘hould not experience significant water inflows down to this depth. Localised
seepage zones will be encountered along fissures and joint systems but the inflows should not adversely affect the mining

' operations, It is therefore unlikely that significant dewatering measures will be required within 150m of the surface.

4.1.2 Mining Geotechnics

The geotechnical investigation carried out has revealed that the ore and country rock can be described as poor rock
{Class 4), while the contact is poor to very poor (Class 4 to 5).

The poor hangingwall conditions mean that only stopes with limited mining spans can be developed. An up-dip stoping
system with large pillars and small stopes is thus the only feasible mining method for the ore body. Empirical and numerical
analysis has shown that rooms and pillars with strike lengths of 4m and 10m respectively, with a 15m dip extent, will be
stable (see Figure 4.2). Full pillar splitting to increase extraction results in below acceptable factors of safety.

Rock mass classification results have shown that full column-grouted rock bolts with straps should be installed wherever
unstable wedges may develop in the hangingwall of any development.

Seismic Damage Potential
The potential for mine workings to be damaged by seismic activity related to the East African Rift Valley system (passive plate
boundary) was reviewed. Based on the presented seismological data, it would appear that ground motions from a Rift Valley-

related seismic event wouid be minimal due to the fact that the mine is situated some 100km from the closest area of activity.

4.1.3 HMine Layout

Existing Infrastructure

Existing infrastructure includes a winze which has been developed in the JWZ for 236m on a minor dip of 16° from surface
to an elevation of 1 056mamsl. As part of the bulk sampling programme, a 25m long raise was developed at right angles to
the winze, starting at the 1 082m elevation.

Mining along the winze has effectively removed the payshoot down to 1 058mamsl. Mining the rest of this payshoot will be
done by developing the winze along the full extent of the payshoot, which has been modelled ‘o exist down to a depth of
921mamsl. Assuming the dip of the payshoot remains the same, this represents & further 518m of payshoot in the plane of
the orebody. If no further payshoots are discovered during the initial exploration phase, the rest of the JWZ will be mined
using an up-dip stoping method.

Mining Deve!opmen‘i

Pre-production mining development will consist of extending the raise to surface and sinking an exploratory winze. The raise
will serve as a main ventilation return airway and a second access / cutlst for emergencies. The exploratory winze can be
used as a water sump for the decline shaft, if necessary. These developments will provide additional information on the
possible presence of payshoots above and below the main payshoot.
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The uppermost level will be developed 12m above the winze-raise intersection at an elevation of 1 075mamsl to accesg the
area beneath Top Camp. A reef drive is developed both to the north and the south on each level, with the exception of
1075 leve! (south only) and 932 level (north only). All stations are single-sided with a turn-out from the decline (winze) to the &
north. All development other than infrastructural development such as station loops, will be located in the JWZ ore. '
The existing decline will serve as the main access way to the workings, as is the case currently. The decline will be
straightened and equipped to transport higher tonnages than was the case during the bulk sampling programme. The winze
will be developed at an effective 3m by 3m cross-section. This will provide sufficient room for tracks and a travelling way for
personnel. The reef drives will act as haulages.
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A composite three-dimensional view of the orebody showing all existing and proposed development is shown in Figure 4.1,

Stoping Layout

For the Base Case, a final stope dimension of 15m by 4m and a level spacing of 13m, footwall to footwall {in the vertical

plane), was selected. This is shown schematically in Figure 4.2. A 4m wide stope is initiated from the reef drive as ledging

at a 2m height. This is in order to install packs and box fronts, as shewn in the Figure 4.2.

The mining cut is planned to follow the hangingwall contact. Where the thickness of the JWZ exceeds 2m, the footwall of i

the stope is lifted to give a final stoping height equal to the ore thickness. The geatechnical environment under these

conditions needs to be evaluated on its own merits. The maximum anticipated stoping height is 8m. 3

Stoping advances to a point about 3m from the footwall of the reef drive on the level above. This allows for a temporary sill 3

pillar to be left in situ while tramming operations continue on that level. Once the level above is worked out and the ;g

eguipment such as tracks and pipes have been reclaimed, the sill pillar can be extracted. g

Packs are installed in the hangingwall of the drive and a box front is instalied between the packs. Ore is then drawn through %5

the box front into 1t capacity cocopans, which will then be trammed to the stations. L
:w;{

An access way for men and material is established on the side of the stope, as shown in Figure 4.2, *’i
s

o

Limited pillar reclamation has been included in the mine plan. This has been based on the effective extraction of 30% of .
every alternate pillar on every alternate level. No extraction of piliars above and below the 1062 level, which will act as the
main return airway, has been planned. !t should be noted that as more geotechnical knowledge of the orebody and host
rock is gained, the extent and method of pillar reciamation can be adjusted.

SRS

£4

b

=

Ore Transport

,

S

A single-drum hoist will be installed at the top of the decline shaft on surface during 2002. Rock from the cocopans will be
tipped into boxholes on each level situated near the decline. The ore in the boxholes will be fed into a 3t skip. On surface,

the contents of the skip will be emptied into a headgear bin situated beneath an elevated platform. The bins will be emptied
into articulated dump trucks, which will transport the ore to the plant.

EiE

4.1.4 Production Schedule

Mining is planned to start in the financial year beginning March 2001, During the remainder of the 2001 financial year, the
raise will be extended to surface and an exploratory winze developed. This development forms part of the exploration
programme targeted to confirm the presence of additional payshoots.

The Base Case mining plan assumes that no further payshosts are identified and has been scheduled to yield a speCifi?d'
volume of rough tanzanite in accordance with projected sales demand. It should be noted that the Base Case production o
schedule as presented has relevance only if no other payshoots are discovered in the JWZ or mine area. f another {:>fl_)/5h‘3c’t &
is discovered, the mining plan will be changed to ensure optimal extraction of the high grade payshoots. The scheduled
production during the first two years of the plan can be handied by the existing mono-rope hoisting facility. During the
second half of 2002, the decline is to be equipped with a single drum winder and 3t skip to handle the increasing tonnag?
arising from the increased deveiopment and the commencement of production stoping. '
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Figure 4.1 Three~-dimensional view of orebody showing mining development
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Figure 4.2 Schematic representation of stoping method

In the Base Case. the decline is deepened along the payshoot at an average rate of 84m per year for eight years to cater for
the rapid build-up in tanzanite requirements and to provide access for reef drive development on the fower levels. The rate
of advance is balanced to maintain a source of high grade ore for as long as possible in the context of the 1.5 million ct
annual tanzanite production target.

The reef drives are developed to the extremities of the ore bedy and stopes are mined out betwsen them. Level spacing is
13m vertically, to allow for a maximum span of 15m in the plane of the reef. The mining operation is essentially an up-dip
method. A temporary sill pillar is left in situ while tramming takes place along the reef drive on the level above.

Production details for the seven financial years starting 1 March 2000 are summarised in Table 4.1, Note that no material
extracted from the exploration shafts (B, ‘D’ and Upper Horizon) has been incorporated into the mine schedule. The annual
mining production for the LoM is shown graphically in Figure 4.3.
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Table 4.1. Planned Production Rates for MML
Financial Year ending February 2001 2002 2003 2004 2005 20086 2007
Units W
Mining Tonnage . ;"‘
Payshoot 000t 1.12 2.01 1.75 1.75 1.30 130 | %
On-reef development 000t 037 152 519 877 920 988  gog|
Stoping & pillar reclamation Coot 15.58 21.46 32.10 32.44
Total ore 000t  0.37 264 720 2810 3241 4328 4355
Waste 000t 1.55 1.19 2.39 2.87 2.32 1.70 1'96
Rough Tanzanite Produced T B
Payshaot 000t 5687 10237 8872 8872 6597 597 | °
On-reef development 000ct 7.4 30.4 103.7 175.5 184.0 1976 195.5 \‘?,j
Stoping 000ct 3116 4292 6421 6488 | &
Total tanzanite produced 000ct 7.4 5861 11274 13743 15004 14994 15040 %
B
4.1.5  Mine Reserves i
The LoM plan design for the Merelani tanzanite deposit as developed in the Base Case in the feasibility study indicates that ig
840 468t of ore will be extracted from the underground mine during 18 years. This is categorised into Probable Reserves as ‘}é
shown in Table 4.2 below. It is recognised that this represents a low extraction rate for an underground mine, but this is largely 23
governed by the present geotechnical knowledge which demanded that conservative pillar dimensions be used. COnce the ground z;
conditions are better understood, it is expected that the use of more favourable piltar dimensions and enhanced pillar reclamation 3
on retreat will allow for increased tonnage to be mined and improved extraction rates to be achieved. %
%
Table 4.2. Underground Probable Tanzanite Reserve at Biock 'C), Merelani vj
Category Tonnes Contained Recovered aﬁ
Tanzanite Tanzanite Grade ‘,
(000ct) (pt) | 4
JWZ low grade - development 136 992 2 740 20 g
JWZ low grade - stoping 691 926 13 838 20 53
Payshoot 11 550 5 867 508 ;?1
Total JWZ zone 840 468 22 445 27 jg
The annual tanzanite recovered during the LoM plan is shown graphically in Figure 4.4. g

iy

LrEEe

4.2 Processing Testwork

The comments made below are based on testwork conducted by Bateman during the processing of the 617t bulk sample
through the existing plant at the project site. ‘

4.2.1 Mineralogical Considerations

Tanzanite with a density of approximately 3.3¢/m?* to 8.4t/m* is contained within a rock matrix with a specific gravity ("SG") f’f
predominantly 2.65t/m®. Liberation of virtually all the tanzanite from its host boudin material is straightforward, as the boudin
material is friable and crumbles relatively easily on impact, with the harder tanzanite staying intact. Concentration by an

R R R

HMS process is therefore a viable option, &
R
7
Instances were observed where the tanzanite was contained within or attached to quartz crystals. Under these conditions, §
liberation does not occur so easily as the overall SG is nearer that of quartz. Unliberated tanzanite particles were obser‘le‘d .‘%
on occasion reporting to the HMS discard fraction ("HMS floats”). Such occurrences were limited and generally did not i
comprise gem quality material. It is therefore not considered necessary to install a recovery circuit incorporating & ;3
recrushing and recycling circuit for the HMS floats at this stage. éj
&

Stellenbesch is investigating various mineralogical properties of tanzanite. If a distinguishing optical feature such as
fluorescence can be found, the use of an automatic sorting machine may become a possibility.

i".)ﬁ’ 5 ﬁ 1,

{
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4.2.2 Processing Options

Two hand-picking stations are provided in the plant although, in practice, it was found that the ore was too dirty to see the
concentrate clearly. As a result, hand picking was only used when the ore was known to contain particularly high grade material.
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Figure 4.3 Annual mining production
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Figure 4.4 Annual tanzanite recovered

There was concern that the primary jaw crusher was breaking coarse {+75mm) tanzanite and a rotary scrubber was
considered in place of the primary jaw crusher. This idea was discarded due to the risk of large (+10Cmm) quartz pebbles
being locked up in the scrubber and in effect forming a grinding medium for the boudin material. The boudin material was
frequently presented in lump sizes up to 200mm diameter before the jaw crusher, but crumbied to soil-like fragments after
passing through it. Breaking up of the boudin material (and liberation of the tanzanite) was completed on the vibrating deck
of the secondary screen, the drop into the underpan and subsequent drop to the stockpile. Dead material cushioned these
drops and the circuft as a whole is considered to offer a reasonably gentle liberation path for the tanzanite,
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4.2.3 Observations from Processing of Bulk Sample

Moisture Contents

Air-dried moisture contents were measured for a number of samples. it was found that the average moisture content wag
6.6% +2.9%, within a range of 3.4% to 11.1%. )

Operating Density

S

i

Density tracer testwork showed that the highest operating density that could be safely used was a SG of 2.65t/m?. At thig
density, 100% of ali the liberaied tanzanite reported-to the HMS concentrate fraction ("HMS sinks"), provided other

operating conditions were normal. §
A cyclone blockage was observed cn two occasions arising out of feeding the plant at a high feedrate of coarse pebbles, %
This situation tended to occur at the end of a sample run due to segregation in the stockpile. gé
Concentrate Recycling fé

I

i
The sample results table shows that the first pass concentrate averaged 0.7% and 2% of the raise and winze sample 33
weights respectively. By recycling the winze concentrate, the concentrate weight was reduced by an average of 35%. A ‘:;
third recycle did not resuit in any further weight reduction. %'x

5
A secondary HMS plant operating at a higher medium SG could possibly be used to reduce the quantity of concentrate i
which reports to the sorthouse for sorting, by separating a pyrite rich sinks fraction. Densiometric testwork is required to »}
confirm that sufficient density difference exists in the primary HMS sinks for a secondary HMS plant to be cost-effective., ';f
The estimated cost for this testwork has been included in the capital budget. :
Product Size Analyses %
Typical size analyses measured at various points around the plant are shown graphically in Figure 4.5. The feed to the HMS 1,%

plant is coarser than the stockpile material, as it had been dry screened at Bmm. The HMS concentrate is coarser still die
to the 1mm wet screening in the plant. The 5mm dry screen was very susceptible to the moisture content of the run-of-mine

¥

I
("RoM"} ore during the bulk sample and operated at a very low efficiency. At times practically all the screen feed went to the :%34-3
HMS. if the screen blocked, when the ore is particularly wet, ali the feed material reported to the oversize and subsequently 2
to the HMS plant. Under these conditions, the HMS plant could only be fed at a maximum rate of 10t/hr. '(t

24

3
Sampling of the stockpile discharge highlighted the segregation of the nominal 10t sample during the normal Thr to 2hr f§
running period, starting with predominantly fines and coarsening up towards the end. This is normal with a conical stockpile 2

but the effect was exaggerated due to the small sample size.

The removal of the stockpile facilities and the installation of a storage bin will overcome the problem of segregation. This will
however reduce the live buffer storage capacity available in the plant. When production increases from 2003 onwards,
MML will need to increase the storage capacity by either installation of additional bins or revert to the stockpile facility.

R LI T T S SO S

Tanzanite Hang-up in the Plant

i

A

A test was carried out using 100 density tracers with a SG of 3.3 that were placed in the 30t RoM receiving bin and
recovered with the concentrate sample. The results are shown in Table 4.3. The results point to a 1% to 2% loss of

tanzanite within the plant due to hang-up in the drop boxes and in the stockpile. Losses due to spillage or breakage weré
considered minimal. '
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Figure 4.5 Size analyses around processing plant

Tabie 4.3. Tracer Recovery Tests
Test Sample No Number Retrieved Loss
Day of Test Following Day (%)
1 R9 a1
W3 8 1
2 W5 94
W6 4 2

Description of Plant and Planned Modifications

The processing plant at Meralani was criginally designed to process both graphite and tanzanite ore. [t consisted of a three
stage crushing circuit, HMS modular piant, milling, flotation, filtering, drying, bagging, tailings disposal and water reticulation
sections. Of these only the crushing, HMS, tailings disposal and water reticulation sections are required for tanzanite
concentration. A schematic process flow diagram for the plant is shown in Figure 4.6.

Run of Mine Receiving, Crushing and Screening

Ore is delivered by truck from the mine some Bkm distant into a 30t capacity fead bin covered by a 250mm by 450mm
static grid. The ore is fed via a variable-speed conveyor to a vibrating grizzly which will be set at 100mm. The grizzly
oversize passes through a jaw crusher and joins the grizzly undersize being conveyed to the secondary screen. This screen
had a deck of mixed 2mm to 27mm polyursthane panels during the bulk sample, but will be changed to accommodate a
30mm sruare woven wire screen deck.

The secondary screen oversize passes through a rolls crusher set at 35mm after which it is returnad to the secondary sizing
screen. The screen undersize was conveyed (o the stockpile which has been replaced with the HMS concentrate storage
bin. The bin has a live capacity of 20t which will be increased to 30t

Thea replacement of the stockpile by the bin means that only one of the two variabls-speed vibrating feeders will be required
in a central position under the bin. The feeder regulates the flow of ore ontc a conveyer which in turn feeds the tertiary
sizing screen. During the bulk sample, this screen was fitted with a Bmm polyursthane deck and was susceptible tc
clogging. This will be overcome by converting the screen to a 3mm square woven wire wet deck and installing sprays to
convert it into a wet operation. The screen oversize feeds the HM3 piant, whilst the undersize repcrts to a dewatering
screen of tmm polyurethane paneis. The oversize from this screen is added to the HMS floats and is conveyed to the
discard stockpile. The -1 mm slurry fraction is pumped via the HMS effluent pump box to the tailings thickerer.

; 9‘9 African Gem Resources Limited Prospectus




4.4

p

HIMS Plant

—_

chnEEy

The HMS plant is of a standard modular design. The feed discharges onto a desliming screen fitted with water sprays, from
which the fines fraction reports to the effluent sump and the oversize to the medium mixing box from where it is pumped 1o 5
heavy media cyclone. The HMS floats and HMS sinks report to separate horizontal vibrating screens where the bulk of the
ferrosilicon medium is removed by drainage. Rinsing water sprays remove the remaining adhering medium on the products,
The sinks are discharged into a secure 1t capacity container. The floats discard is conveyed to the lertiary screen section
where it joins the - 3mm +1mm dewatering screen oversize and passes to the discard stockpile. '

Sorting House and Final Recovery

During the bulk sample, the quantity of concentrate which had to be sorted posed a security and operational problem, Thig
was alleviated by using a series of 450mm diameter screens sized at 20mm, 12mm and 9mm to wet screen the concentrate
and separate the larger tanzanite gemstones first.

S S R R R

The sorting house will contain two double deck Sweco screens fitted with 20mm, 12.5mm, 5.15mm and 3.3mm decks, .
From the HMS concentrate size analysis, the expected weight percentages on each screen are shown in Table 4.4.

Table 4.4. Expected Weight Splits on Different Screens

g o LT R i?:‘f‘?'{”*ﬁ‘ T

Screen Size Weight Split (%)

+ 20mm 49

- 20mm + 12.5mm 24 §
-12.5mm + 5.15mm 24 ,z
-515mm + 3.3mm 9
- 3.3mm 3 %
TOTAL 100 =

The finer screen sizes compared with those used during the bulk sample became necessary as the —9mm fraction took by j-‘l
far the greatest amount of time to sort. After sorting, the stones will be cobbed and graded prior to despatch. i

Effiuent Treatment and Water Reticulation

The HMS plant effluent will be pumped to the thickener which will altow clarified water to overflow into the 50m?® process
water tank. Thickened tailings will be pumped to the new tailings settling facility. It is expected that the thickener will not
need any flocculant. It was originally sized to treat 28t/hr of milled solids (~0.8mmY), in contrast to the 2t/hr to 5t/hr of -3mm
solids expected in future.

infrastructure

The Merelani Tanzanite Mine site is well serviced with existing infrastructure. Power is available from Tanesco, the Tanzanian
Electricity Supply Company, via a 2MW line that feeds the distribution board located adjacent to the plant site Due to
regular power-outs experienced with this supply, a 400kVA diesel generator was installed at the plant. it is sufficient to
supply all the power requirements of the plant and associated infrastructure. Three separate 250kVA generators will be ‘
installed adjacent to the minsshaft area, which will supply power for the mine and all infrastructure associated with the mine
area, including the accommodation, offices and Top Camp. The margina! benefit to be derived from grid power over diesel-
generated power was seen to be insufficient to cover the risk of power outages. Consequently, all power supply has been

SRR

based on diesel generators. ‘;‘f
Water for the plant and mine and potable water is drawn from two boreholes situated adjacent to the plant. A new p!pél‘f’e j%
will be installed to pump water to a 150kl reservoir situated at Top Camp. Consumption is estimated at 115kl/day. Written ¢

confirmation has been received from the Ministry of Water that a water permit for the extraction of this water will be issued.

. . - £ oati e
Other infrastructural requirements (sundry buildings, sewage treatment plants, access road upgrade, water Pur’f'cat'on) hav
been allowed for in the capital estimates.
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Figure 4.6 Schematic process flow diagram for Merelani tanzanite mine

Tailings and Waste Management

Analysis showsd that due to its high sulphide content, the risk of significant acid mine drainage production from the new
tailings material will be high. The existing tailings dam appears to have had some influgnce on the borehole water quality in
the form of elevated salt levels, but is considered te have a low acid generation potential. The water quality resuits indicate
that the ground water may be suitable for limited industrial and domestic use, but is not recommended for potable use.

The existing tailings dam was considered tc be unsuitable for re-commissioning since:

= the as-built condition does not conform with the original design drawings;

+  the geotechnical, geological and hydrogeological conditions of the materials beneath the existing dam are not known;

= the drains, seepage controls and penstock systems weuld have to be completely excosed to determine their adequacy;
s the dam is immediately upstream from the primary water supply boreholes; and

> alined-facility will be reguired to handie the high acid-generating potential of the new tailings.

All fine taitings {-1mm) will be pumped to concrete-lined settling ponds where the solids can settle and the free water
decanted for return to the process plant. The settled fine material will be co-disposed with the coarse fraction

{(+1mm =30mm} in a fully lined discard dump. Both these facilities are within 500m of the plant. Seepage from the coarse
discard dump will gravitate via a system of toe drains and ssepage collection trenches to a return water dam,

generated from underground mining will be limited to the station breakaway developments in footwall material
link the decline shaft to the planned on-reef deveicpment drives. This waste material will be placed in a profiled

m from the shaft head on the footwail side of the JWZ.

Provision has been made for the concurrent rehakbilitation of both the tailings discard dump and the waste rock dump.

2 DAL i LT B RSt




4.6 Environmental and Water Management

Environmental considerations were addressed in the feasibility stage of the project. In view of the differences in the
operations of MML and Graphtan, and the changes in legislation since 1993, MML commissioned JSB to update the

existing EJA for the new mining project. As part of the EIA, JSB compiled recommended mitigation measures for the mine to

address the primary environmental impacts, which were based on the findings of the feasibility study and a public

involvement process. This was done in accordance with a Terms of Reference which had been agreed with the Director of

the NEMC.

The main finding of the EIA was that the mine will have a positive social impact on the environment, although there will be
impacts to be managed during the LoM. The mine is seen to provide significant socio-economic benefits to the region, The
ElA identified component impacts and mads recommendations in terms of actions to manage these environmental impacts.
MML is drafting its proposed EMP which once agreed with the NEMC, will become the EMP for the mine. MML is making
provision in the EMP for ongoing monitoring of water quality, respirable dust and noise as well as a mechanism to fund

social investment initiatives in the local community.

Environmental management infrastructure identified in the EIA will be financed out of project capital. Ongaing rehabilitation
and environmental management will be funded out of working costs. An estimate for final closure costs, assuming ongoing

rehabilitation, has been determined. MML has made an initial provision in its accounts towards the cost of closure.
Supplementary amounts from annual profits during the operational life of mine will be transferred into this provision to
that adequate funds are available for final closure.

ensure

The limited public involvement programme undsrtaken as part of the compilation of the EIA yielded valuable input from the
local communities. Concerns expressed include environmental monitoring, management of impacts and the availability of
water. The mine will provide accommodation for its employees on a single basis and will employ local people subject to
skills availability. MML's intended monitoring and EMP as regards the concerns raised is subject to final approval by the
authorities and further revisions are therefore possible. The application for water extraction permission has requested an
extraction rate which will provide sufficient water to supply the mine with all its needs and continue to supply water to the

local community.

It is important to note that MML is already in possession of a SML, for which there is a valid EIA/EMP. MML has

demonstrated its willingness to be a responsible operator by commissioning JSB to update the EIA in accordance with new
laws of relevance to the mine and a Terms of Reference agreed with the NEMC. The proposed EMP (supported by the EIA)

will be submitted under cover of a letter to the NEMC, who, subject to minor corrections, should accept the EMP.

4.7 Social investment Initiatives

Afgem plans to create a trust which will administer its Social Investment Initiative. An initial contribution of R1.59 million has

been provided in the capital estimates for the trust to fund selected projects. It is Afgem’s intention that all projects
undertaken will be based on prioritised needs of the local communities, as discussed and agreed with them.

4.8 Security

An integrated security philosophy has been adopted by MML which is designed to minimise risk, to match the leve! of

security with the stage in the process so that the product security is not compromised and to be integrated with the
processing plant so that operating efficiencies are not affected. :

The shaft and plant/sorthouse have been identified as maximum security areas. All access to each of these areas will be ‘
controlled through a turnstile with random security checking. A system of dual change rooms, one for day clothes separated
from a second for working clothes, has been implemented. All maximum security areas will be secured with electrified

fences within an outer fence of razor mesh.

The entire perimeter of the plant area and a 2.5km? area around the mining area and Top Camp will be enclosed with

razor

mesh. The length of the haul road from the plant to the mining area will be similarly fenced. A 10m wide road reserve inside

the razor mesh has been allowed to carry the water pipeline from the plant to the mining area.

All shipments of recovered tanzanite will be conducted at random and taken by helicopter or guarded vehicle convoy direct

to KIA.

An elaborate set of monitoring equipment connected to a central control room wili provide the core of the security system:

—— s
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This is augmented with control equipment installed at all access points and regular patrols along key perimeter fences. Fully
manned security will be provided on a 24 hour day basis all year round. This will be achieved using three teams working two
12 hour shifts, on a six day on and three day off rotational basis.

MARKETING

Valuation of the Rough

The Jewellery Council confirmed that the prides contained in the price guide for rough tanzanite {see Table 5.1) were
realistic. A range of prices for each size/colour category is presented. The shaded blocks in Table 5.1 indicate that for
stones less than 5ct in mass, only an A or B-quality classification is used.

A value for each sample was determined using the size/colour classifications derived by Afgem (discussed in Section 3.1.8)
and the average price in each size/colour category from Table 5.1. An audited valuation of the rough was obtained from the
Jewellery Council {see Table 5.2). The difference in value between the Afgem result and the Jewellery Council audit of some
1% is not seen to be significant. Thus, the values as determined by Afgem from the grading and valuation exercise, and as
monitored by SRK, can be taken as valid.

Table 5.1. Price Guide for Cleaned/Cobbed Rough Tanzanite
(based on whoiesale dealer selling prices in Merelani, Arusha and Moshi, Tanzania)

Size (ct) A - Quality B - Quality C - Quality D - Quality
($/ct) ($/ct) ($/ct) ($/¢ct)

0.05 - 2.45 8~10 5-7 SRR ERRORE -

25-38.95 22 - 24 18 - 20

4.0 -4.95 44 - 50 28 - 32 SRR

50-9.95 50 - 70 38 - 42 20 - 30 SR IR

10.0 - 24,85 70 - 80 50 - 70 30 - 40 18 - 24

25.0 + 30 - 110 70 - 90 40 - 60 30 - 38

Table 5.2. Comparison of Values Ascribed by Afgem and Jjewellery Council to Selected Samples

Sample Value (US$)
Afgem Jewellery Council
(a) (b) (b-a) (b-a)/a
W8 (HMS) 69 124.15 B8 255.60 -863.55 -1.26%
WS (HMS) 11 492.95 11187.20 -305.75 -2.86%
W6 (Face) 471050 4923.10 212.60 4.51%
Sub Total Winze 85 32760 84 365.90 -961.70 -1.13%
R15 203740 2101.25 63.85 3.13%
R17 8 729.45 8 654/25 75.20 -0.86%
R22 4 534.80 4 345.00 -209.15 -4.61%
Sub Total Raise 15 321.65 15 100.50 -221.15 1.44%
TOTAL 100 649.25 99 466.40 118250 -1.18%
Average ($/ct) B 15.26 15.08 T0.18

Cutting and Polishing

Afgem personnel tock a sslection of rough tanzanite from the bulk sample and subjected the stones to its standard

beneficiation process. SRK menitored the compiete cutting, heat trsatment and polishing process and can therefore provide

independent confirmation of the recoveries obtained (Table 5.3,

E?G African Gem Resources Limited Prospectus

T




Table 5.3. Polishing Recoveries for Different Quality Tanzanite B

Y

Quality Cut Weight No of pieces Av. Recovgry s
e o) |

A 7065 32 T Es |

B 52.77 27 080 | %

c 8.64 8 230 ,§

|

Due to the low proportion recorded in the bulk sample, the use of such a small sample to confirm the recovery of C-quality

#
s
tanzanite stones is acceptable. %
Many of the stones sold at the Tucson and Hong Kong Trade shows (see section 5.3) were cut and polished from tanzanite ‘ ;
taken from the bulk sampie. This offered the opportunity to confirm the relative accuracy of the graders' initial assessments of 2
i

the stones’ quality, summarised in Table 5.4. These can be compared with the result of the Jewellery Council audit of the rough,

Table 5.4. Accuracy of Quality Assessments of Rough Tanzanite as Confirmed by Polishing 4
14

Assessed Quality Stones cut for Stones cut for Jewellery Council i

In Rough As Polished Tucson Show Hong Kong Show Audit
A A 83% 87% 94% | i

A B 179% 3% 4% | &

B A 0% 3% 1% | &

B c 0% 7% 1% |

et

5.3 Sales of Polished Gemstones

Sales figures for the Tucson Gem Show (2 - 7 February 2000), the Hong Kong International Jewellery Show (6 - 9 March
2000) and the local market (financial year 1999/2000} were independentiy analysed by SRK. Distinct differences in the ¢
nature of conducting business in these three localities were evident, based on the pricing structures derived from the ,, ‘
analysis. These differences can be attributed to a number of issues, principally the discounted prices offered at shows and 1
non-optimum payment terms received.
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The prices from the three sources were combined as shown in Table 5.5 to establish a simple composite wholesale pricing
matrix for polished tanzanite, similar to that shown in Table 5.1, which could be used in the valuation discussed in section 8 of

this CPR. E
s
Table 5.5. Composite Price Guide for Polished Tanzanite §
Size (ct) 0-245 25-395 40-495 50-995 100-2495 250+ |
A-Quality ($/ct) 95 200 225 275 315 325 i b
B-Quality ($/ct) 65 140 175 200 025 250 | Tﬁ
As there were very few C-quality stones sold, it was not possible to extract a meaningful set of selling prices for this grade j
of stones. "';
54 Market Outlook
e é,

i

5.4.1 Market Demand 3
Despite the lack of direct statistics, the gemstone market worldwide is seen 1o be undergoing tremendous growth. The
consumption of tanzanite has increased dramatically over the last five years, while supplies are waning. Tanzanite has shown &

g

unexpectedly high market penetration in the USA and achieved the status of being the second best selling coloured
gemstone in that market since 1997 (see Table 5.6). The dip to third place in 1999 is attributed to a reduction in supply
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arising from the flooding of the artisanal workings in 1998/9. This translates into an international wholesale market in 1999
of US$100 million for rough tanzanite and US$150 million for polished tanzanite. The gemstone market worldwide has
enjoyed widespread growth over the past decade. The USA market has grown by 5% per annum for the past 10 years and
is expected to continue to do so in the future. Current tanzanite international sales can be split into different regional
markets as shown in Table 5.7.

it has been stated that blue is the most popular colour in gems. The stability of demand for the colour blue in gemstones is
a key attribute to the benefit of tanzanite. While demand for colours such as pink or orange tends to fluctuate, the demand
for blue gems has been consistent over time.

Table 5.6. Ranking of Sales of Coloured Gemstones in USA by Value
(source: Colored Stone magazine, jan 2000)

Sales 1985 1936 1997 1998 1989 2006
Ranking (Forecast)
1 Sapphire | Sapphire Sapphire Sapphire Sapphire Sapphire
2 Ruby Ruby | Tanzanite | [ Tanzanite | Ruby
3 Emerald Emerald Amethyst Ruby Tanzaﬁéj Ruby L
4 Amesthyst | Tanzanite Ruby Emerald Emerald Emerald :
5 Tanzanite | Tourmaline Emerald Tourmaline Tourmaline Tourmaline

Table 5.7. Current Tanzanite Market Share by Region

Region Market Share(%)
USA 70
Asia ~ Pacific (Far East) 15
Other, including Southern Africa 10
Europe {mainfy Germany and Italy} 5
Asia - Arabia (Middle East) 0

5.4.2 Market Supply of Tanzanite

Thne supply of tanzanits has been adversely affected in recent years by a number of developmants in the mining area at Merelani:

< the flooding of many of the artisanal workings during 1998/9;

» the increasing depth of the artisanai operations, withaut the support of adequate services (e.q. air, ventilation, water,
hoisting and pumping); and

= the availability of ground for the artisanal workers to mina {they no longer have fres access to Block 'C' from surface).

Afgemn has svaluated the supply of tanzanite from the Merelani area and believes that the downward trend in supely from the

artisanal miners on Blocks ‘B’ and ‘D’ will continue (see Figure 5.1). Also shown in Figure 5.1 iz the orojected production

frem the Merelani Tanzanite Mins which follows the irend of an increass in demand in world markets.

?«@5 African Gem Resources Limited Prospectus




1tn

120.00 +

Projected demand

100.00 4=

™ vy

80.00 +

2
4 7
#
&
:

=
[}
= SKEXX R R
2 0 B R u
= 6000 RRREEIRRKIERILRY
~ R KIIRSE?
& S SR RREL .
S 4000 :
= 2000 | LI
UOO T T T T [ —1 g;f
1988 2000 2001 2002 2003 2004 2005 b
Year

Bock® [ Bock 0

2] Biook Cinformal -+ [ Bock ©- MuL- " [ Shorta <

Figure 5.1 Schematic view of tanzanite supply and demand

Notes: [} MML Block ‘C' peak production based on steady state 1.5 million ct/year
it} Projected demand is based on current demand increased by US inflation
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Afgem believes that on the basis of its marketing strategy, the demand for tanzanite could grow more rapidly than that shown |
in Figure 5.1. Through responsible supply patterns, Afgem aims to capitalise on the strong international market demand ‘
whilst at the same time maintaining stability in international tanzanite pricing. Afgem intends to develop new and unexploited
markets for tanzanite, which are expected to bolster international sales demand.

5.4.3 Basis for Expected Sales Growth

Afgem's sales to the local markets have in the past been hindered by the limited supply that was available for purchase. Local
demand exceeded supply which restricted Afgem’s international sales. Limited cutting facilities at the time alsc hindered the
sales that could have been achieved. Afgem attended international trade shows at Tucson and Hong Kong with great
success. Orders placed by dealers at these shows will be filled as soon as expanded cutting facilities have been established.

g etz e 0 i
SRR R R

o>

The South African market for coloured gemstones other than tanzanite is seen to be mature. Accordingly, the sales volume
of other coloured gemstones is expected to remain static while the sales value is expected to grow in line with international
trends discussed above.

Afgem sees South Africa as a growth market for tanzanite. Sales achieved in the 2000 financial year were better than
expected, chiefly due to improved supply. With the guaranteed supply from the mine and the increased marketing effort,
Afgem expects considerable growth in the freesize tanzanite (single stones) market up to 2005, whereafter the demand is
expected to stabilise. Unexpected demand for calibrated tanzanite has been experienced and this has been factored into
the sales projections. (The term calibrated is used to describe parcels of stones that have been matched to a high degree
of accuracy in colour, shape and size.)

S R S R R SR

=&

Afgem is expanding its own cutting works (the Lapidary division of Aigem Marketing) in South Africa and has enterec% WO a
cutting agreement with a cutting works in Bangkok. This will ensure that the supply of polished tanzanite will be sufficient to
satisfy the projected demand.

SRR

i
i3

2055
Tl

By acquiring Block 'C' of the Merelani Tanzanite Mine, Afgem has ensured that it will have a ready supply of tanzanite. In ’
addition, it will be able to easily increase supply to meet improved market demand.

Afgem is confident that its internationally-orientated, focused marketing strategy will result in increased penetration into an
expanding market.

SR TR SRR e (e R MO A5 ot

106 African Gem Resources Limited Prospectus

B ‘% 107 Afi




5.4.4 Price Forecasis

Tanzanite's price has been historically volatile. A rise in the early 1980's found wholesale prices for extra fine gocds peaking
at US$1000/ct in 1984, with an average of US$780/ct. For the next nine years the supply exceeded demand and prices
dropped, bottoming out at US$200/ct in 1983. Prices have rebounded slowly since then to reach an average wholesale
price in 1999 of US$300/ct (Figure 5.2).
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Figure 5.2 Historical and projected tanzanite prices

The projected prices for tanzanite are based on the short-to-medium view for tanzanite oricing as developed by Afgem (see
Figurs 5.2). Afgem intends to contribute to the price stability of fanzanite based on the assertion that any price fluctuation is
regarded as defrimental to the markst.

SRK's Comments on Sales Growth

Based on the historical performance of the coloured gemstone market, the market outicok as presented and the
assumptions used by Afgem to determine its forscasts, SRK believes that the projected growth in sales prices and growth in
sales volume as reflected in this CPR is achievabie.

MANPOWER AND MANAGEMERNT

Tanzanian Operations

8.1.1 Manpower

It is MML.'s pelicy to employ Tanzanian nationals from within the local communities whersver possitle, subject to the
availability of suitable skills. A small tearmn of expatrates will be used initially in kay positions within the organisation. In tarms
of MML's draft EATP, MML plans to reduce the number of exgatriates in the manpower complement within a defined period,
During this time, the percentage of local employses is sgen to grow from 80% to 95%. The Base Cass total manpower
complement at a steady state production of some 43 00Gtpa is 248 as summatised in Table 6.1. From 2010 onwards when
seme 75 COCt of ore is mined annually, the comgplement incraases to 300,

Ail employees will be emplayed on a smgie -status basis. With the excention of the security ard domestic personnal, all
workars employed at the mine will work = and a half day weex with a single shift per day. A second mining shift per day
is requirad from 2010 onwards to J.andie the increased tonnage.
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Table 6.1. Manpower Complement at Steady State Production (as per Base Case Model) ?‘36 9
s
Mining Plant Gem Security Engineering Management Tota} :,'"5i
House & Admin g
43 000tpa 70 11 is 84 24 40 248 | 4
75 000tpa 119 11 19 84 24 43 300 ¢
i
e
:
6.1.2 Key MML Management Team :
The MML on-site management team consisis of the following persons: %
g
Bruce Jones, PrEng, CEng, BSc (Hons} (Eng) (Mining), South African Mine Managers Certificate of Competency, FSAIMM,
MIMM, ARSM - Managing Director
5
Bruce is a mining engineer who has extensive and broad executive, project, production and technical experience in a wide 1,

4

ot

3
Iy
5

range of mining environments in Africa, Australia and the United Kingdom. Bruce spent some 23 years with Gold Fields of
South Africa Limited rising from Learner Officia! to Technical Director of Gold Fields Coal division. During this time he spent

five years as Mine Manager (at Deelkraal, Kloof and Northam Platinum) and two years as Consuiting Engineer. He joined b
Afgem in March 2000. éﬁ

§i
Gordon McCormack - South African Mine Overseers Certificate of Competency - Manager Mining w
Gordon has 15 years of experience in the Zimbabwe and South African mining industries. He has acquired considerable ‘r
hands-on experience in shaft construction, room and pillar mining and stooping with MP Mines, Ermeio Mines and Bosveld ‘E
Mines. He started his mining career at the Buchwa iron Ore Mine in Zimbabwe. He joined MML in February 2000. %

i

Gien Shaw - [anager FPlant

Richard is a graduate gemmologist of the Gemological institute of America. He has five years' experience in the gemstone
industry, one of which was spent in the USA. He has worked for Investec Securities in Johannesburg and Standard Bank
London. Richard has an excellent working knowledge of all aspects of the gemstone business, especially purchasing,
grading and pricing of rough stones. He joined MML in September 1899,

3

) . i

Glen has over 30 years' operational and management experience in metailurgy, including nine years at various operations E
within the Metorex Group of Compariss as Plant Superintendent, Gold Plart Manager and Metaliurgical Superintendent (for :
Graphtan). In between working for Metorex, he spent two years at Barbrook Gold Mine. Prior to joining Metorex, he was
employed by Falconbridge and Havelock Asbestos Mines Limited. He joined MML in April 1698, 3‘5
Richard Beek - BBusSc (Hons Finance), G.G. (GIA) — Divisional Manager g

Ernest de Kock - ACMA, IAC - Manager Administration & Finance

Ernest is a management accountant who has 23 years’ experience in various accounting, finance and management positions ;i
in a range of industrial companies in southern Africa. He held a variety of Cost ‘and Management Accountant positions with
subsidiary companies of Afcol and Wormald International between 1978 and 1985, From then through to early 2000, he
was Finance Manager to subsidiaries of Anglovaal Industries, Africa Glass, Reutech Systems and Motor Company of
Botswana. He also spent two years as Commercial Manager for a Unilever subsidiary. He joined Afgem in June 2000.

S T R

Mike Visagie — Manager Security

Mike is a security professional who has a wide range of qualifications specifically related to security management. He spent
15 years with the South African Pclice Services, rising to the position of Inspector. For the past two years, he has been the
Security Operational Manager of New Africa Security covering security operations for diamond projects in central Africa. He
joined MML in February 2000.
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Key Afgem Management Team

The key members of the Afgem management team comprise:
Mike Nunn - Chairman and Chief Executive Officer, Afgem

Mike has spent the last eight years in the gemstone business and has a wealth of knowledge, expertise and experience in all
aspects of rough purchasing, grading, cutting, polishing and marketing of high value coloured gemstones. He has three years of
gemstone mining experience and is highly regarded within the gemstone industry, both in domestic and international markets.

Mervyn Shein - BCom, CA(SA) - Group Financial Director , Afgem

Mervyn is a chartered accountant who spent seven years, two of which as partner, with Leveton Boner and Horwath, an
international auditing firm. He was actively involved with Montana for five years via his own accounting practice, pricr to
joining Afgem in 1998. During this time, he has gained insight and practical knowledge of the coloured gemstone market.

Ivan Zelubowski - Divisional Manager, Lapidary Division

lvan is a third generation master gemstone cutter and polisher with 11 years' experience, five of which were spent with
Montana before being taken over by Afgem. His depth of understanding of cutting and polishing of tanzanite is unequalled
in southern Africa. He has extensive experience with cutting machinery and technology, as well as the management and
development of cutting factories.

Marilyn Chaimowitz - Divisional Director, Africa Division

Marilyn has five years' experience in the coloured gemstone industry, in which she has concentrated on the marketing of
gemstones. She has been instrumental in developing Afgem Marketing's calibrated gemstone business, which enjoys a
significant share of the local market.

Candice Nunn - Divisicnal Director, Overseas Division

Candice has eight ysars' experience in the sales and marketing of coloured gemstones and has established a wide
international client base through attending and participating in various international gem trade fairs. Following two years
spent purchasing, sorting and grading stones, she spent four years as Sales and Marketing Director for Montana and nearly

two years as MD of Afgem Marketing. Under Candice's guidance and strategic management, sales have consistently
exceeded all forecasts.

HEALTH AND SAFETY

Tanzanian Operations

MML will model its health and safety philosophy for the tanzanite mine on the guidelines and methods cf the National
Occupation and Safety Association (NOSA) of South Alfrica, structured to comply with Tha Mining (Safe Working and
Cccupational Health) Regulations, GN219 of 1893 of the Mining Act. A member of staff will be responsible for all safety,
training, monitoring and record keeping in terms of MML's Health and Safety Policy. MML management is at present
finalising this policy. Members in all crews across all operations at the mine will be trained and appointed as part-time
safety representatives,

Medicaily trained parsonnel will run the clinic and train selectad members in ali craws in first aid. Such medical personnel in
conjunction with the staff member responsible for safety and training will control the occupational health issues related to
water quality, respirable dust, heat and noise as encompassed in MMLU's proposed environmental imgpact monitaring plan.

MML is committed to establish a trust, which will invest in the local community. A potential project involves the
introduction of occupational health initiatives which will ba aimed at minimising the risk of Tuberculosis and HIV/AIDS-
related infaction and malaria by enhancing awareness of these diseasss among employaes and the local community.




M&‘ﬂi

7.2 Other Operations
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Afgem will model its health and safety philosaphy for its other operations on the NOSA principles, structured to comply with
the relevant izgislation pertaining to offices, laboratories and cutting works. A suitable person for each work area will be
appointed as the responsible person in terms of the company's Health and Safety Policy.
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8 TECHNICAL AND ECONOMIC VALUATION

8.1 Introduction

This section includes discussion and comment on the planned production rates and operating cost structures for each of the i
operations within Afgem. The planned production rates and operating cost structures for MML are based on the Base Case
LoM plan developed for the mine in the feasibility study.

iﬂ

The expected sales volumes and associated operating cost structures for Afgem, Afgem International and Afgem Marketing
have been taken from the respective strategic business plans, marketing plans and operating budgets of each operation.
These have been subjected to thorough review by SRK who gives the necessary assurances that the technical and
economic data presented below are valid and accurate as provided to SRK. The data, which have been taken in good faith,
have formed the basis of the analyses and opinions expressed in this CPR.

el i E A

sl

8.2 Basis of Valuaticns and Input Parameters

Key aspects associated with the generation or confirmation of the technical-economic input parameters are discussed below.
All revenue and cost profiles for Afgem cover the period of valuation of the Probable Ore Reserves at MML.

SRK has been informed that HSEC has used inflation accounting principles to take account of the forecast US$-based
change in tanzanite selling prices and Rand 1o US$ exchange rates. All conversions of US$ denominated costs and prices
have used an average exchange rate of 6.65:1 for the financial year ending 28 February 2001.

The basis for revenue assessment is the estimated saleable rough or polished tanzanite as given in Section 8.3 and the
price forecast as stated in Section 5.4. The delay in time from the sale of rough tanzanite to the receipt of the revenue by
MML (the pipeline) has been set at 4.5 months. Normal sales terms of 45 days have been applied to all other sales
revenues in deriving the timing of the cashflows. A royalty of 3% of the FOB value of tanzanite must be paid to the
government of Tanzania when tanzanite is exported. In addition, MML is required to pay a consortium profit for five years
after start of production at the greater of US$ 100 000 or 5% of gross profit, as defined in the agreement.

All operating costs for MML were established in constant money terms in the feasibility study. Using the inflation indices
set out in Table 8.11, the costs were converted into nominal terms. The basis for forward projections of operating costs for
the sales and marketing operations generally includes an inflation adjusted cost based on the previous years' performance
with certain modifications for projected productivity improvements as well as additional marketing activities. During its
independent review, SRK generally did not adjust any of the projected costs. In depth questioning of the various operationa
managers as to the year-on-year changes in their divisional cost profiles has confirmed that the inflation adjustments have
been consistently applied, or relate to structural changes in the division (e.g. additional workforce or larger premises).

ko R T AT

The LoM capital expenditure programme for MML (both new and replacement capital) was determined in constant money
terms as at May 2000 in the feasibility study. Using the inflation indices set out in Table 8.11, the capital costs were converted
into nominal terms. The implementation programme for the Base Case has provided for a six-month construction and
commissioning period, starting on 1 August 2000. This implies that production has been scheduled 1o start on 1 March 2001,
to coincide with the start of Afgem's 2002 financial year. Capital projections for the sales and marketing operations cover
replacement of existing assets and acguisition of new assets which are linked to specific structural changes in the company.
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SRK conducted a detailed review of historical performance, as reflected in audited statements. Random sampling of the
sales records was used to confirm the sales volumes and revenues. Although the reporting auditors have confirmed the
accuracy of the historical results, SRK's review examined the operational characteristics of the sales-related activities of Afgem. 4
Detailed questioning of key operational management regarding the actual results achieved in the 2000 financial year gstablished 3
the basis for the assumptions and strategies used in the sales projections and five-year plan. This enabled SRK to confirm that ;
the assumptions and strategies incorporated in the sales and operating cost projections are consistent with past performance. i
:
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Environmental costs have been included in the operating costs and cover the costs of on-going monitoring and rehabilitation
as set out in the proposed EMP. Included in the environmental operating cost is an annual contribution into a rehabilitation
fund designed to accumulate sufficient funds during the LoM to cover the estimated cost of closure for MML. The closure
cost includes environmental monitoring for a five-year period after closure and assumes that rehabilitation is done concurrently
with operations. No salvage value for the equipment on site has been incorporated into the economic projections.

Provision has been made for a portion of the profits of MML to be paid to a trust for community development projects.

Afgem operates under a variety of tax regimes. With the announcement of intended amendments to the South African
Income Tax Act relating to the taxation of foreign dividends in South Africa, dividends earned from its foreign subsidiaries
become taxable in the hands of Afgem. However, certain credits for tax already paid by its foreign subsidiaries can be
claimed in determining Afgem's tax liability i South Africa. Afgem's auditors have confirmed that the method to be used to
calculate these credits has been correctly incorporated into the financial evaluation model.

Technical-Economic input Parameters

The technical-economic parameters, which have been provided to HSBC for deriving the valuation, are summarised below,
grouped by operating entity.

8.3.7 MML

Capital Expenditure

The estimated capital expenditure for each of the first five financial years and LoM for MML is summarised in Table 8.1. The
LoM capital requirement represents the total new capital envisaged to be spent during the planned 19-year LoM. Note that
there are ongoing capital expenditures after the 2004/5 year, so that the total will not necessarily match the entries given.
Replacement capital is not included in Table 8.1, but amounts to some R40 million over the LoM. Replacement capital has
been included with new capital in the valuation model to ensure amortisation is correctly determined.

Table 8.1. Capital Expenditure for MML (R millions in nominal terms)

Financial Year ending February 2001 2002 2003 2004 2005 Total LoM
Capex .
Mining 1.45 2.32 2.34 1.61 0.50 1331
Plant, including initial reagents 0.23 0.23
Sorthouse, including equipment, 2.84 2.84
fittings & initial consumables
Tailings discard facilities Q.28 14.82
Infrastructure (including access road) 22.78 1.17 24,62
Social investment initiatives 1.69 1.59
Security 9.56 9.56
Pre-production expenses 10.85 10.85
Exploration 10.25 210 2.20 2.32 2,43 33.41
Other {including working capital and 12.18 0.85 1.38 0.73 0.66 16.98
centingencies)
TOTALS 81.01 6.54 592 485 359 128.21
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Operating Costs : |

Table 8.2. Operating Costs for MML (R miilions in nominai terms)

gy

e

Financial Year ending February 2001 2002 2003 2004 2005 2006 c
Annual Opersating Costs T
Mining . 2.96 3.88 5.84 7.22 880 |° 4
Plant . 1.64 1.72 1.81 1.80 2.08
Sorthouse . 164 1.95 2.41 2.53 2.66 L
Tailings (included elsewhere) - 0.00 0.00 0.00 - 0.00 0.00
Administration / overheads - 8.25 9.20 10.22 10.98 11.87
Security & helicopter - 3.00 3.15 3.30 3.47 3.64
Environmental - 0.24 0.25 0.26 0.28 0.29
Total Opex : 17.73 20.16 23.84 26.36 2013
Unit Production Costs
R/t ore - 6714 2 800 913 814 673
Rict - 29.58 17.88 17.3%5 17.57 19.43
83.2  Afgem Marketing £
Afgem Marketing was formed when it acquired the business and certain assets and inventory of Montana and Rolling Stone
with effect from 1 March 1899. The merged company has been trading for over one financial year. Separate accounting ? -
records of sales by product were not histerically maintained by Montana and Roiling Stone. It was therefore not possible to :
extract the trading history relating to the inventory items acquired by Afgem Marketing for periods prior {o the year ending 2
February 2000.

The capital expenditure estimates for each of the first five financial years for Afgem Marketing and Afgem International are
summarised in Table 8.3. Note that no capital expenditure is foreseen after the 2005 financial year.

Table 8.3. Capital Expenditure for Afgem Marketing and Afgem International (R millions in nominal terms)

Financial Year ending February 2000 2001 2002 2003 2004 2005 Total
Capex {actual) B
Afgem Marketing - Lapidary division - 0.47 0.17 0.52 0.00 0.00 0.48 "
Afgem Marketing — Africa division 0.36 0.00 0.12 0.00 0.00 0.00 012 ¥
Afgem Marketing - Overseas division - 0.02 0.04 0.04 0.04 0.03 0.17
Afgem International 0.00 0.66 0.00 0.00 0.00 0.00 0.66

TOTALS 0.36 1.18 0.33 0.56 0.04 0.03 2.47

Lapidary Division
The Lapidary division was formed so that Afgem could exercise greater control over the beneficiation process and the
resulting quality of the polished stones. The operating cost projections for the Lapidary division up to 2005 are set out

in Table 8.4.

Table 8.4, Operating Cost Projections for Afgem Marketing - Lapidary division (R millions in nominal terms)

Financial Year ending February 2000 2001 2002 2003 2004 2005
(actual) R
Directors’ Remuneration - 0.00 0.00 .00 0.00 0.00 ;5?
Management Fee - 0.00 0.00 0.00 0.00 0.00 |:

Depreciation . 0.23 0.27 0.44 0.44 0.22
Overhieads ingl. Commissions - 0.88 1.59 1.87 1.75 *’__L@i
Net Operating Cost : 111 186 2.11 2.19 208 1%
B

e g
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Africa Division

The turnover achieved by the Africa division in the 2000 financial year is shown in Tabie B.5, sgiit into sales of tanzanite and
all other coloured gemstones. The sales projections reflect the assumptions set out in Section 5 of the CPR. The operating
cost and cost of sales projections up to 2005 are shown in Table 8.8.

Table 8.5. Projectad Sales for Afgem Marketing - Africa division (R miliions in nominal values)

Financial Year ending February 2000 2001 2002 2003 2004 2005
Revenue items Units  (actual)
Sales Volume
Freasize tanzanite 000 ct 1.79 2.24 2.48 2.71 2,98 3.28
Calibrated tanzanite 000 ¢t 0.00 G.50 1.00 1.10 1.21 1.33
Other coloured gemstones 000 ¢t 2.10 210 2.10 2.10 210 2.10
Sales Revenue o -
Freesize tanzanite 3.89 5.48 8.51 7.70 9.12 10.80
Calibrated tanzanite 0.00 0.87 1.40 1.62 1.87 2.18
Other coloured gemstones 2.58 3.086 3.29 3.54 3.80 4.09
Other revenue 0.48 - - -
Total Revenue 6.57 958 1120 12.85 1473 17.04
Average Selling Price
Freesize tanzanite R/c 2 351 2 448 2 840 3058 3292 3 509
Calibrated tanzanite R/ct 0 1340 1400 1472 1 545 1624
Other coloured gemstones R/ct 1457 1833 1587 | £88 1803 1948
Tabie 8.8. Operating Costs for Afgem Marketing - Africa division (R millions in nominal {erms)
Financia! Year ending Fabruary 2040 20061 2002 2003 2004 20305
Cost items {actual
Cost of Sales T : e
Freesize tanzanite 1.73 2,77 3.32 383 4,85 £.50
Calibrated tanzanite 0.00 .33 0.75 0.83 1.08
Other coloured gemstones 189 1.68 2.14 2.47 2.68
other itamns ¢48 - - -
Gross Margin o 40% 4% 48% 15%
Advertising & Promotion - .40 141 1.28
Dirsciors' Remunsgration 012 915 Q.17 0.17 18 |
Management Fze G.00 012 013 0.14 015
Depreciation 0.09 0.02 .05 2.04 0.03
Qvearheads incl. Commissions 1.52 168 2.8C 256 2.87
MNat Operating Margin Eefore Tax 1% 18% i g 1% 20%
l
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Overseas Division .
The turnover achieved by the Overseas division in the 2000 financial year is shown in Table 8.7, split into sales of tanzanjte %

and all other coloured gemstones. The sales projections reflect the assumptions set out in Section 5 of the CPR. The
operating cost and cost of sales projections up to 2005 are shown in Table 8.8.

HE N

RS

Table 8.7. Projected Sales for Afgem Marketing - Overseas division (R millions in nominal values)

8
Financia! Year ending February 2000 2001 2002 2003 2004 2005 :
Revenue items Units (actual) ;
Sales Volume %
Freesize polished tanzanite 000 ct 1.84 17.2 73.1 128.3 167.2 186.6 g
Rough tanzanite smalls 000 ct - 50.7 4377 6356.2 8115 8994 2
Sales Revenue 4
Freesize polished tanzanite 2.93 2753 123.04 230.62 324.65 389.89 ::
Rough tanzanite smalls - 4.26 43.43 69.44 93.19 110.55 °“
Other revenue 0.45 - - - - - %
Total Revenue 3.38 31.79 16647 300.06 41784 500.44 %
Average Selling Price :'
Freesize polished tanzanite R/ct 1592 1 600 1683 1798 1942 2089
Rough tanzanite smalls R/ct - 84 99 109 115 123

Table 8.8. Operating costs for Afgem Marketing - Overseas division (R millions in nominal terms)

?
Financial Year ending February 2000 2001 2002 2003 2004 2005—1 ”
Cost items (actual) 4
Cost of Sales : g
Freesize polished tanzanite 2.27 21.68 84.15 129.05 176.18 208.45 ?
Rough tanzanite smalls - 3.55 36.19 57.87 7766 82.12 %
Other items . - - - - - |
Gross Margin 23% 21% 28% 38% 38% 40% 5
Advertising & Promotion - 2.63 832  15.00 20.89 25.02 | 4
Directors’ Remuneration 0.30 0.15 0.63 0.66 0.69 073 | :
Management Fee 0.45 0.78 2.01 2.06 2.21 2.34 :4
Depreciation 0.00 0.01 0.02 0.03 0.03 003 | %
Overheads incl. Commissions 0.17 2.17 722 11.54 15.80 18.34 "g
& Agency Fee to Afgem International ;
Net Operating Margin Before Tax 6% 0% 16% 27% 29% 30% | 78.4
§
:
;
i’}
b
3
e
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; 8.3.3 Afgem International ‘ V 1

vy
T

The actual results achieved by Afgem International in the 2000 financial year and the projected financial results up to 2005 k
are shown in Table 8.9.

Table 8.9. Financial Projections for Afgem International (R millions in nominal terms)

Financial Year ending February 2000 2001 2002 2003 2004 2005

Revenue/cost items (actual) 3

Revenue in
4 Agency Fee from Afgem Marketing - 0.69 1.73 2.89 3.11 3.34 J
Management Fee - 2.71 6.37 6.86 7.38 7.94
. |Costs 3
- Depreciation - - 0.14 0.15 0.15 0.186
= | Overheads - 4.25 7.74 8.80 9.47 10.20
. interest Paid : 0.18 0.13 0.07 . . i
§ | Dividends to Afgem ' - - 0.10 0.73 0.86 0.93
5&‘ Net Operating Margin Before Tax - (1.03) (0.01) 0.00 0.01 {0.01)
%

R

P,

RRER
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~ 8.3.4 Afgem

The actual operating expenses incurred by Afgem in the 2000 financial year and the projected costs up to 2005 are shown
in Table 8.10. g

Table 8.10. Cost Projections for Afgem (R millions in nominal terms)
Financial Year ending February 2000 2001 2002 2003 2004 2005
(actual)
Costs A
Directors’ Remuneration 0.09 1.20 2.20 2.31 2.43 2.55 ;
Admin expenses 0.42 1.08 1.10 1.13 1.17 1.23 :

Methodology used by HEBC in deriving the Valuation i

The economic valuation of Afgem was conducted by HSBC using the discounted cashflow method ("DCF"). The DCF
incorporates an evaluation of the free cashflows generated within Afgem which provides a company internal rate of return i
(IRR). The following assumptions were made in performing the calculations: :

= the DCF has been performed over 19 financiai years commencing 1 March 2000;

» inflation rates per annum for the USA of 2.8% for 2001 and 2.5% thereafter and for South Africa (5.7% for 2001 and
500 thereafter) respectively, have been used {see Table 8.11);

*  the annual attrition rate of the Rand to US$ exchange rate averages 3.7% aver LoM. Inflation targeting is seen to reduce the ;
country risk premium which is added to the differential between the USA and South African inflation rates (see Table 8.11); :

*  the forecast Rand to US$ exchange rates as provided by HSBC are given in Table 8.11. At the time of finalising this
CPR, HSBC assumed the average exchange rate for the year ended 28 February 2001 to be R6.65=US$1.00;

e applicable forecast sales prices for tanzanite, both rough and polished, calibrated tanzanite and other coloured
gemstones were applied to the respective production or sales volumes in a given year to obtain gross US$ revenues.
These were converted into nominal Rand revenues using the exchange rate for that year;

= capital and operating costs for each operating entity were estimated in real 2001 financial year terms for each year of the LoM and
escalated using the applicable inflation rate to achieve nominal Rand cash amounts for each financial year. It has been assumed
that there will be no salvage value for any of the assets at the end of the LoM. Annual contributions into a rehabifitation trust fund
will ensure that there are sufficient funds to cover the estimated closure cost for MML and the environmental monitoring costs for
five years after closure. An active rehabilitation programme during operations will limit the rehabilitation cost at closure;

-
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as a holding company has been calculated and included in the DCF. The STC has bean calculated, net of STC credits
on the total value of the free annual cashflows even though Afgem's expected dividend cover will result in a lesser STC

tiability. All foreign derived dividends have been included;

*  nominal greup-wide cashfiows were calculated as Gross Profit - Royaliies - Opex - Subsidiary dividends and tax - Capex ;

.
B
W

«  all applicable Tanzanian taxes for MML and South African taxes for Atgem Marketing have been caicuiated and included in the DOE. §
. , . o - Y b
. 41! outh African normal taxation, foreign dividend taxation and secondary tax on companies ("STC") payable by Afgem

A

- Woarking capital changes, incorporating translation differences, changes in long term liabilities and changes in share

Is ap\ta. (all in neminal terms);
° he nominal group-wide cashflows were then deflated back to June 2000 values at the infistion rates used; and
cas

. nommal and real group-wide IRR's were calculated from the gbove cashilow

gll

Table 8.11. Forecast Econumic indices from HSREC

Financial year 2001 2002 2063 2004 20065 2006 2007 20038 2008
ending February )

SA Inflation Rate ©B7%  50%  50%  50%  50%  50%  50%  5.0% 500
USA Infiation Rate 2.8% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%
SA R:US$ attrition rate 0% 5.0% 5.0% 4.0% 4.0% 4.0% 4,00,
Currency R:US$ 6.65 7.00 7.35 7.72 810 8.43 3.76 8.12 9.48

8.8 Summary of the HSBC Valuation

sunnary of the financial evaluation as developed by HSBC is shown in Tahie 8.12, with the following conclusions for the

A
Base Case:
« & group-wide IRR of aprrcxrmﬂdy 35% {nominai) and 29% (real);

« g listed markel capitalisation of approximately R348 million with some 1386 million shares in issue at a nominal discount

rate of 36%.

Table 8.12, Afgem Consclidated Financial Evaluation Extracted fromm HEBC Model (R millions in nominal terms)

Financial Year ending February 2000 2001 20602 2003 2004 20905

Revenue/cost items {actual} A i

GROUP-WIDE EVALUATION

Revenue 253 41.00 17757 312.82 432.63 :

Cost of Sales 4,35 12.38 33.57 41.72 55.58

Royalties {paid in Tanzania) 010 1.78 3.18 6.02 783

Total Opex 2.38 1249 24.52 53.23 €949

Cashflow from Operations 165 137 166.42 211.97 301.65

Dividends & Tex Paid - Subsidiaries 0.537 3.63 15.67 $3.63

Total Capex 2783 75.32 38.74 13.72 12.78

increase in Working Capital 4.78 13.54 16.97 1247 4.76

Long-term Liabilities 12.00 015 (2.48} (0.85) -

Increase in Share Capital 22.08 176.80 - - .

CFBT - Holding Company 331 3479 4480~ 169.36 180.48

Tax Payable - Helding Company - 3.08 318 12.58 11.27

CFAY KR 31.74 4145 158.78 17221

Nominal Cashflows atiributabie 3,11 31.74 41.45 156.78 172.21

to Shareholders

iRR 354
i

Real Cashfiows 2.11 3085 32.3e 138.28 150.62 165.38 fr}

IRR 29% o e —
;
3
i’g
o
3
““
3
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A range of selecied alternative scenarios was applied to the group-wide financial evaluation with the results shown in Table
8.13. The purcose of the alternative scenarios is simply to show the sensitivity of the Afgem evaluation o certain key variables,

Table 8.13. Sensitivity Analysis for Different Scenarios

Scenario Description Mominal Group-wide |IRR (%)
Reduced the recovery of polished from rough by 20% 30.4
Increased the R:USS exchange rate to 700 and 7.35 in 2001 and

2002, respectively (thersafter according 1o the R to USS$ attrition rate) 365
Selling prices constant {removed annual USA infiation price adjustment) 30.7
Company taxation in Tanzania and South Africa set at 40% 345

Selling prices of polished tanzanite

*increased by 10% ‘ . 38.2
= decreased by 10% 321

Group-wide debtors days increased from 45 to 80 days 34.8

=

AR

P

Special Faclors :

In completing SRK's review of the technical-economic inputs of Aigem and its subsidiaries, a number of risks and
cpportunities are cisarly evident, the more important of which are detailed below.

e

8.4.7 General Risks and Dpporiunilies

LR

HEAE

«  political and economic stabiiity in Tanzania;
= future mining and environmernital legislation;

%

iy
¥

= labour preductivity and operational management oeformancs; and

AL

> hezith and safety performance, including the impact of HIV and AIDS.

8.6.2 Cperational Specific Risks

erelani Tanzanite Mine relalzs to the extent of the artisanal workings. Thess ha

The principal risk associated with the M
been propeily surveyed, so ths | gse workings, especially near the boundaries of Block ‘C' with Blocks ‘B and D
s

<<
8]
T3
(]
p=

i3 not known, This risk ha the lzteral truncation of the resource modal near these houndaries.

Tha decrease in production from Blocks ‘B’ and "D’ with tima
shortage in the supply of tanzanite into t Tris could rasult in two potential risks for Afgem - instability in the ‘
international price of tanzanit activity into Block 'C' from ths adjoining Blacks

8.8.3 Operational Speciiic Dpportunitizs

claniial to increase the resource oy confirming

o increase production of tanzanite. The
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8.7 Concluding Remarks

the operations are sustained.

gemstone industry.

compiled by HSBC.

Dr. O.K.H. Steffen

Director and

Corporate Consultant,

for and on behalf of

Steffen, Robertson and Kirsten (South
Africa) (Proprietary) Limited

Dr. M. Harley
Principal Geologist,
SRK Consulting

Mr. M. Wertz
Senior Mining Engineer,
SRK Consulting

Mr. E. Matthews
Senior Civil Engineer,
SRK Consulting

The views expressed by SRK in this CPR have been based on the fundamental assumptions that the required management
resources, pro-active management skills and access to adequate capital necessary to achieve the LoM plan projections for

SRK has conducted a comprehensive review and assessment of all material issues likely to influence the future operations of
Afgem. The LoM plan is economically viable even if no further payshoots are identified. The long term plans for the :
marketing operations as provided to and taken in good faith by SRK have been reviewed in detail for appropriateness,
accuracy and viability, including the existence and justification for any departures from historical performance. Where

material differences were found, these were discussed with management and adjusted where considered appropriate. SRK
considers that the resulting technical-economic projections have been based upon sound reasoning, engineering and

business judgement and practically achievable mine and sales plans, within the context of the risks attached to the coloured

SRK confirms that the technical-economic inputs projections have been correctly incorporated into the financial model

Mr. H.G. Waldeck

Director and

Principal Mining Engineer,

for and on behalf of

Steffen, Robertson and Kirsten (South
Africa) (Proprietary) Limited

Mr. P. Weyers
Principal Civil Engineer,
SRK Consuiting

Ms. J. Joughin
Principal Environmental Scientist,
SRK Consulting

Mr. AJ. McDonald
Associate Consultant,
SRK Consuiting




DETAILS OF SUBSIDIARY COMPANIES (6 (a)(i), (b), (¢) ())) [7.D.1 (a) (b), 7.D.2, 7.D.3]

SUBSIDIARY COMPARNIES
Name of subsidiary Directors Date and place issued ordinary % held directly Business Effective date
company and of incorporation  share capital’ of becoming
registration number {South Africa unless (Rand) a subsidiary
stated otherwise) .
African Gem Marketing M Shein 10 December 1998 100 100 Marketing 10 December 1998
{Pty) Limited C L Numn of coloured :
M E Chaimowiz gemstones
N Hurwitz
Afgem Intemational M J Nunn 8 July 1999 635 100 Intemational 6 July 1999
Limited M Shein (British Virgin Islands) marketing of I
Clemmont Comporate coloured
Senvices Limited gemstones
Merelani Mining A R Mpungwe 22 Gctober 1998 326 75 Mining and 22 Ocicber 1998-
Limited M J Nunn {Tanzania) exploration ‘
M Shein
KB KJones
H Nyiti

ere is no government protection or investment encouragement law affecting the business
Th g i protect 1 t enco ement | ffecting the b







SALIENT FEATURES OF THE SHARE INCENTIVE SCHEME [7.A.24]

1

INTRODUCTION

1.1 The existing terms and conditions of the scheme are recorded in the deed constituting African Gem Resources
Limited Employee Share Incentive Trust (‘the trust”).

1.2 A summary of the salient features of the scheme (as amended) is set out below.

1.3 For the purposes of the scheme, “Group” comprises African Gem Resources Limited ("Afgem”), its subsidiaries
and any other entity controlled or jointly controlled by Afgem from time to time (collectively “the Group”).

NUMBER OF ORDINARY SHARES TO BE MADE AVAILABLE FOR THE PURPOSES OF
THE SCHEME

2.1 The aggregate number of shares which may be made available for the purposes of the scheme shall not be more
than 20% of the issued capital from time to time of Afgem, equating to 27 164 036 ordinary shares on the date
of listing of the entire ordinary issued share capital of Afgem on the Johannesburg Stock Exchange (“JSE"),

2.2 The aggregate number of shares which may be acquired by any one participant under the scheme shali not be more
than 3% of the issued share capital from time to time of Afgem, presently equating to 4 074 605 ordinary shares in
the capital of Afgem on the date of listing of the entire ordinary issued share capital of Afgem on the JSE.

2.3 The percentages set out in 2.1 and 2.2 shall not be exceeded without prior authority of the sharehoiders of
Afgem in general meeting and the approval of the JSE.

THE AFRICAN GEM RESOURCES LIMITED SHARE INCENTIVE TRUST

3.1 The board of directors of Afgem (“the board”) shall be entitled to appoint, remove and replace the trustees of
the trust. There shall at all times be a minimum of two trustees in office. The trustees may not be participants
under the scheme. The current trustees are James Douglas Hill and Nicole Karen Mer.

3.2 In accordance with the provisions of the Companies Act, 1973 (“the Act"), the trust will be funded out of its
own resources, loans by the Group in accordance with the provisions of Section 38(2)(b) of the Act, loans by
third parties and/or any other resource which is availabie to the trust.

PARTICIPANTS AND MANNER OF PARTICIPATION

Participants in the scheme may be officers or other employees of the Group, including directors and non-executive directors,
selected by the board. Participants may be offered the opportunity to acquire shares in terms of the so-called credit sale
scheme, option scheme and combined-option/deferred sale scheme.

The price per share payable by a participant for scheme shares shall be -
4.1 Not less than the middle market price at which shares are traded on the JSE on the trading day immediately
preceding the day upon which the board will have resolved to grant or direct the trustees to grant or make the

relevant option or offer as the case may be, in the case of shares; or

4.2 Not less than the price at which shares are listed on the JSE in respect of offers made or options granted prior
to the date upon which the entire issued share capital of the company is listed on the JSE.

CREDIT SALE SCHEME
The salient features of the credit sale scheme are set out hereunder -

5.1 under this scheme, shares (“scheme shares") are sold by the trust to participants on the basis that ownership
thereof passes to participants on conclusion of the contract of sale but the purchase price need not be paid
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5.2

5.3

5.4

5.4.1

5.4.2

5.5

551
5.5.2

553

5.7

5.7.1

572

5.73

immediately. However, participants may be required to make an initial payment for their scheme shares as
stipulated by the board in consuitation with the JSE. The balance of the amount due (together with interest
thereon, if any - see 5.4) is hereinafter referred to as the “share debt”;

the amount payable by a participant for his scheme shares shall, in respect of the allocation, be at the middle
market price at which Afgem shares are traded on the JSE on the trading day immediately preceding the day
on which the board will have resoclved to grant an offer to acquire to a participant;

scheme shares will be registered in the names of participants and will be pledged in favour of, and retained by,
the trust as security for payment of the share debt;

.

subject to certain limitations, a participant’s outstanding share debt will bear interest at such rate (if any) as
may from time to time be determined by the board. Dividends on scheme shares will be paid to the trust and be
applied in payment of such interest, and as to any excess-

in payment to the trust by way of reduction of the share debt; and
as to any balance (if any) to the relevant participant;

unless the board otherwise resolves at any time, notwithstanding that any scheme shares are paid for, in whole
or in part, at any time by the participant concerned, no scheme shares shall be released from the scheme or
from the pledge until a period calculated from the date of the actual acceptance of an offer for scheme shares
or deemed date of acceptance and -

not less than 1 year has elapsed, in which event not more than 20%;

not less than 2 years has elapsed, in which event not more than 50%;

not less than 3 years has elapsed, in which event all of the scheme shares;

the whole of the share debt must be paid by a participant by not later than the fourth anniversary of the acceptance date;
if a participant's employment wﬂh the Group terminates -

by reason of his summary dismissal or on grounds of his proven dishonest, fraudulent or grossly negligent
conduct, the sale in respect of such of the participants’ scheme shares which were not released in terms of 5.5
above and/or in terms of 5.6 above, will be deemed to have been cancelled on the basis that the participant
shall be refunded in respect of any amount actually paid in reduction of the liability for such scheme shares;

as a result of his death, retirement or retirement due tc ill-health, he or his executors shall be entitled to pay the whole
or any part of his share debt and take deiivery of the shares so paid for within 12 months after such termination; and

for any reason other than the above, the participant will be entitied within 80 days after such termination to pay
the balance of his share debt attributable to those scheme shares which were capable of being released to him
at the date of such termination and the sale of his remaining scheme shares will be deemed to have been
cancelled on the basis that the participant shali be refunded in respect of any amount actually paid in reduction
of the liability for such scheme shares, provided that the board will, in consultation with the JSE, be entitled to
apply provisions which are more favourable to participants than the aforegoing.

& SHARE OPTION SCHEME

The salient features of the scheme relating to share options are set out hereunder -

6.1

the trustees shall, if the board so directs, offer employees options (“share options”) to purchase or subscribe
for ordinary sharaes. Each share option shall confer upon the holder thereof the right to purchase or subscribe
for one ordinary share upon the terms and conditions summarised below;

the amount payable by a participant for his scheme shares shall be calculated in accordance with the
provisions of 5.2 above;
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6.3

5.4

The salient features of the combined-option/deferred sale scheme are set ou

7.1

share options may not be exsrcised at any time but will only be released to a participant mutatis mutandis in
accordance with the provisions of 5.5 above;

share options will lapse, inter alia, i they remain unexercised after the fourth anniversary of the acceptance date;

if an option holder's employment with the Group terminaies the provisions contained in 5.7 will mutatis
mutandis apply;

it Afgem undertakes a rights offer, it shali grart to the option holder additional options tc acquire the same
nurnber of shares or cther securities to which he wouid have heen entitled had he bean the holdar of the same
number of ordinary shares as the number of share options held by him. Such additional options shall be
granted, inter alia, on the basis that the option price shall be the same as the subscription price of those shares
cr other securities;

provision is also made for appropriate adjustments to be made to the rights of participanis in the event of the

re-organisation of Afgem, a reduction of its share capital or a consolidation or subdivision of its shares or in the
event of Afgem undertaking a capitalisation issue.

COMBINED-CPTICN/DEFERRED SALE SCHEME

2
iy
)
&
@
C
3
Q
&
~t
:

participants may be granted options {"rights and options") to enter inte ag(reemmM with the company to acquire

ord?nary shares (“allocation shares"), which rights and options may be exercised by a participant at least 14 days
om the date of grant thereof, fd"lﬂg which such rights and options shait automatically lapse. If a participant

axercises such rights and options, the resultant agreements will be upon, inter alig, the following tarms-

the amount payable by a participant for his scheme shares shall be caiculated in accordance with provisions of
5.2 above;

unless the board otherwise resclves, no allocation shares shall be capable of being delivered as contemplated
above until a period caiculated on mutatis mutandis the same basis set out in 5.5 zgbove;

if a participant's employment with the Grroup terminatss, the provision contained in 5.7 shall mutatis mutandis apply.

8 CAPITALISATION ISSUES ETC

Scheme shares will rank pari passu with the other issued ordinary shares in the capital of the company in all respects
pan i y P pany I
inciuding, inter alia, for participation in -

8.1

8.2

8.2.1

8.2.2

8.2.3

capitalisation issues. Such capitalisatior shares will be subject in all respects to the provisions of the scheme
as if they were scheme shares;

rights offers of shares or other securities, provided that such rights (if renounceabie) may only be rencunced. in
favour of the trust or its nominee. Rights followed by a pasticipant shail be subscribed for by the trust subject to
the following terms and conditions - .

Afgem (or if applicable a financial institution) shall lend to the trust the amount required for the purpose of
subscribing for the shares. Such shares shall then be issued o the participant;

certificates or other relevant documents of title in respect of such shares shall be retained by the trust in
pledge; and

the subscription price of the shares shall be paid by the participants at the same time that paymant for the
scheme shares from which the entitlement to the shares arose, is to be made.
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APPOINTMENT, QUALIFICATION, REMUNERATION AND BORROWING POWERS OF DIRECTORS
(2(b),(c),(e)) [7.A.12, 7.B.3, 7.B.4, 7.B.13]

The relevant provisions of the articles of association of Afgem providing for appointment, qualification, remuneration and
borrowing powers if its directors are as follows -

“DIRECTORS

33

34

35

351

35.2

36

37

38

e

FE

Subject to the provisions of the Act unless otherwise determined by a general meetmg, the number of directors
shall be not less than four nor more than twenty.

A general meeting of the directors shall have the power, from time to time, to appoint anyone as a director,
either to fill a vacancy in the directors or as an additional director, provided that the total number of directors
shall not at any time exceed the maximum number fixed by or in accordance with these articles and the
appointment of any director so appointed shall cease at the conclusion of the next annual general meeting,
unless it is confirmed at that annual general meeting.

The continuing directors may act, notwithstanding any vacancy in their number, but if and for so long as their
number is reduced below the minimum number of directors required to act as such for the time being, the
continuing directors may act only to -

increase the number of directors to the required minimum, or

summon a general meeting for that purpose, provided that if there is no director able or willing to act, then any
member may convene a general meeting for that purpose.

Neither a director nor an alternate director shall be obliged to hold any qualification shares.

The remuneration of the directors for their services as such shall be determined from time to time by a
general meeting.

The directors shall be paid all travelling, subsistence and other expenses properly incurred by them in the
execution of their duties in or about the business of the Company and which are authorised or ratified by a
disinterested quorum of the directors.

ALTERNATE DIRECTORS

39

40

41

Each director may by notice to the Company -

39.1  nominate anyone or more than one person in the alternative (including any of his co-directors) to be his
alternate subject to the approval of the other directors of that alternate, which approval shall not be
unreasonably withheld;

39.2 at any time terminate any such appointment.

The appointment of an alternate director shall terminate -

40.1  when the director to whom he is an alternate director -

40.1.1 ceases to be a director; or

40.1.2 terminates his appointment; or

40.2 if the directors reasonably withdraw their approval to his appointment.

An alternate director shall -

41.1  only be entitled to attend or act or vote at any meeting of directors if the director to whom he is an
alternate is not present, provided that -

126 African Gem Resources Limited Prospectus 1

P

Bt

iN

127




&
&
3z

e

4
ol
3

42

43

44

45

46

41.1.1 he may attend a meeting of directors at which the director to whom he is an alternate is present if the
other directors agree thereto;

41.1.2 any person attending any meeting of directors as a director in his own right and/or as an alternate for
one or more directors shall have one vote in respect of each director whom he represents, including
himself if he is a director;

41.2  orly be entitled to sign a resolution passed otherwise than at a meeting of directors in terms of these
articles if the director to whom he is an alternate is then absent from the town in which the office is
situate, or is incapacitated;

41.3 subject to the aforegoing, generally exercise all the rights of the director to whom he is an alternate in
the absence or incapacity of that director;

41.4 in all respects be subject to the terms and conditions existing with reference to the appointment, rights
and duties and the holding of office of the director to whom he is an alternate, but shall not have any
claim of any nature whatsoever against the Company for any remuneration of any nature whatsoever.

POWERS AND DUTIES OF THE DIRECTORS

Subject to any fimitation imposed by these articles, the management of the business and the control of the Company
shall be vested in the directors who, in addition to and without limitation of the powers expressly conferred upon them
by the Act or these articles, may exercise or delegate to any one or more persons all such powers and do or delegate
to any one or more persons the doing of all such acts (including the right to sub-delegate) as may be exercised or
done by the Company and are not in terms of the Act or by these articles expressly directed or required to be
exercised or done by a general meeting, subject, nevertheless, to that management and cantrol -

42.1  not being incensistent with; and
42.2 Dpeing in compliance with,

any resolution passed by a general meeting. No such resolution passed by a general meetin‘g shall invalidate
any prior act of the directors or any delegatee.

- BORROWING POWERS

The directors may exercise all the powers of the Company to borrow money and to mortgage or encumber its
undertakings and property or any part thereof and to issue debentures or debenture stock (whether secured or
unsecured), whether outright or as security for any debt, liability or cbligation of the Company or of any third party.

For the purposes of the provisions of 43, the borrowing powers of the directors shall be unlimited.

INTERESTS OF DIRECTORS

Subject to compliance with the provisions of the Act, a director shall not be liable (in tha absence of any
agreement to the contrary) to account to the Company for any profit or other benefit arising out of contract
entered into by the Company in which he is directly or indirectly interested.

A director shall, if he has, in acceordance with the Act, disclosed his interest (if it is material) in the relevant
contract or arrangement -

46.1 be counted in a quorum for the gurpose of a meeting of directors at which he is present to consider
any matter,
and

48.2 be entitled to vote in regard to any matter,

relating to any existing or progosed contract or arrangement in which he is interested, other than a contract or
arrangement regulating his holding of an office or place of profit under the Company or a subsidiary of the Company.
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Vendor:

Purchaser

Merx:

Effective date:

Purchase price:

Discharge:

Address of purchaser and vendor:
Date signed:

Warranties:

)

Yendor:

Purchaser:

Merx:

Effective date:

Purchase price:

Discharge:

Address of purchaser ana vendon
Date signed

Warranties:

&)

Transferors:

Transferse:
Merx:

Effective date:

Purchase price:
Discharge:

Addresses of transferors:

Address of transferea:
Date signed:

DETAILS OF MATERIAL CONTRACTS ENTERED INTO OTHER THAN IN THE
ORDINARY COURSE OF BUSINESS [ 7. D. 9, 7.H]

Rolling Stone
Montana
Calibrated gemstene marketing business
1 March 1999
R 500 000
1 000 000 ordinary shares at an issue price of 50 cents per share.
Suile 105, First Fioor, SA Diamond Centre, 240 Commissioner Street, Johanneshurg
28 February 1299
Standard

Maontana

Algern Marketing
Gemstone marketing business; included busines
1 March 1382

R 4 450 000

44 500 000 ordiriar\ share

uired from Rolling Stone

s at an issue price of 10 cents per share.

Suite 105, First Floor, SA Diamond Centra, 240 Commissioner Street, Johannesburg
21 April 1999

Stanadard

African Development Bank ("ADB", Tanzania Develocpment Finance Company Limited
(“TDFL) and Eastern and Scuthem Af,:ban Trade and Developmeant Bark (“PTA")
MML
Mining Licence No. ML 8/¢2
on 4 buqucf 1982,

2 issued pursuant to the provisions of the Mining Act 1979

1 July 189

None

Not a;\p cable

01 BP 1387 Abijan, Gote D'ivoirs; Plot 1008, UpungasOhio Street, Dar es Salaam,
Tanzania; 23rd Floor NSSF Complex, Nairoki, Kenya )

No. 20 PPF Complex, Nairobi Main Road, Arusha, Tanzania

1 July 1999
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Vendors: ADB and PTA

Purchaser: MML

Men: Rights and title to interest in and to the Mining License No. ML 8/92 issuad pursuant to
the provisions of the Mining Act 1979 on 4 August 1992,

Purchase price: - Ussa OO"‘ 0G0 to pe discharged as set out below,

Discharge: 1, $3$1 000 000 was paid to Andraw Douglas Gregory on the date that the

nining ficence transferred.

H 2. 5% of the gross proﬁts {defined as profit after on-ming costs) of MML te be

: paid 1o the vendors subjsct to a minimum annual payment of US$100 000,

for a period of five years after commencement of mining operations.

; 3. Jssue cf shares in Afgem at the listing pf'ce at a fixed Rand/UUS$ exchange rate,
amounting 1o an squivalent of US$1 500 000; or 5% of annual gross revenue
of Afgem until purchase price is discharged.

Addrasses of vendors; 01 BP 1387 Abijan, Cote D'ivoirg; Plot 1008, Upurga/Ohio Street, Dar ss Salaam,
Tanzania; 23rd Floor N38F Ccmpinx, Mairobi, Kenya

b Addresses of Purchaser: © Mo, 20 PRPF Complex, Nairobi Main Reoad, Arusha, Tanzania

i Date signed: 30 June 1999

3 Note: Performance guaranteed by Afgam

5.
i . Vendor: Graphtan Limited {in Receivership) repraesentad by Andraw Douglas Gregory

s
=
U
g
)
o

3 of purchaser:

23 june 1‘“99

o 53, SR o g
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